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IN THE MATTER OF a reference pursuant to 
section 36 of thes*Ontario Energy Board “Act: 
ReS #0? 1980, Cz Om 2 from the Lieutenant 
Governor in Council by Order in council dated 
the 15th day of February, 1985 to the Ontario 
Energy Board. 


ALU SUN tie eMALIER ©OF a public hearing to 
examine and report upon certain matters 
respecting the implications for energy 
Supply, gas rates and service of a proposed 
acquisition of certain shares of Union 
Enterprises beds by Unicorp Canada 
Corporation; and the question of the need for 
Ob desirability esor Sthe 9publiic review and 
RegulavUronaroms DolLiv the «direct and) indirect 
ownership and control, and transfers thereof, 
of gas distributors, transmitters and storage 
COMmp aves sai) sO ba flo. 


BEFORE: Re WewMacaulay , *O7G. 
Chairman 


D. A. Dean 
Member 


Owes. FCOOk 
Member 


August 2, 1985 


Digitized by the Internet Archive 
in 2024 with funding from 
University of Toronto 


https://archive.org/details/31/61118914878 
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Corporate Organization Structures: 


Unicorp Canada Corporation 
Untony Enterprises (Ltd, 
Hiram-Walker Resources Ltd. 
Inter-City Gas Corporation 
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D. Undertakings and Orders in Council: 


ibe Newco, relating to the takeover of 
Northern and Central Gas Corporation 
Limited (August 15, 1975) 


hep Hiram Walker - Consumers Home Ltd., upon 
reorganization (April 21, 1981) 
a Inter-CityaGas Corporation, etc., and 


Northern and Central Gas Corporation 
Limited (January 18, 1985) 


4. Union Gas Limited and Union Enterprises 
Ltd. on reorganization (December 14, 1984) 

De Unicorp Canada Corporation and Union 
Enterprises Ltd. following the takeover 
(1985) 
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Appendix A: A SUMMARY OF THE EVIDENCE 


A summary of the evidence of each of the witnesses call- 
ed before the hearing is presented in this Appendix. A 
full record of the witnesses! testimony can be found in 
the (transcript mot tne. tearing ss Witnesses are _ here 
generally listed in the chronological order in which 
they appeared. 


Page 


Mr. James W. Leech 
President 
Unicorp Canada Corporation 6 


Mr. George S. Mann 
Chairman 
Unicorp Canada Corporation 10 


Mre"G. Rs Gowan 
Senior Investment Analyst 
Levesque Beaubien Inc. del 
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Dae Clan leS JemGncchne ttl 

Vice President of the National Economic 

Research Association Inc; 

Professor of Economics and Environmental 

Studies at the University of Wisconsin, Madison; 
Former Chairman of the Public Service Commission 


of Wisconsin 


Mian Jomo lace rs 

Senior Vice President 

Energy Management Associates Inc. 
Atlanta, Georgia 


Mrs Josephe J .0LiVver; 
Senior Vice President 
Nesbitt Thomson Bongard Inc. 


Dr. William R. Waters 
Professor of Economics and Finance 
University of Toronto 


Dr. William Ji) Baumol 
Professor of Economics 
Princeton and New York Universities 


Mig EoaMo Edged 

Senior Vice-President 

Utility Operations, Union Gas; 
Vice-President, Union Enterprises 


MUS Maree OSaNe tele 
Treasurer 

Union Gas Limited and 
Union Enterprises Ltd. 
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Mr... .Thomas* E. sKierans 
President 
McLeod Young Weir Limited 


Div GeGhe 6h eiia Ll 

Vice President 

Charles River Associates; 

former Commissioner, U.S. Federal Energy 
Regulatory Commission 


Mr. W. Darcy McKeough 
Chairman 
Union Gas Limited and Union Enterprises Ltd. 


Mr. R. Martin 
President and Chief Executive Officer 
The Consumers! Gas Company Ltd. 


Mr. Robert G. Graham 
President and Chief Executive Officer 
Inter-City Gas Corporation 


Mr. Harold E. Andrews 

Vice President 

Finance and Regulatory Affairs 

Northern and Central Gas Corporation Limited 


Dr.’ W..” *P.* *Cannon 
Associate Professor of Finance 
Queen's University 
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Mr. John A. MacNaughton 
DELeGclar 
Burns Fry Limited lie 


Drees JOU whe ha awitl 
Associate Professor of Economics 
Queen's University 81 


Mr. J. Rk. Connacher 
Chairman and Chief Executive Officer 
Gordon Capital Corporation 93 


Mr. ley Gold 
President and Chief Executive Officer 
Brascan Limited 96 


Mr. J. -Cockwelid 

Executive-Vice President and 

Chief Operating Officer 

Brascan Limited 99 


Mr. Paul Reichmann 
Senior Executive Vice-President and Director 
Olympia § York Developments Limited 101 


The following individuals also actively participated in 
the hearing, and represented the following associations. 


Mr. Thomas R. Close 
The Chatham and District Chamber of Commerce 84 
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Page 
Messrs. D. §& N. McGeachy 
The McGeachy Charitable Trust 85 
Mr. and Mrs. Nichol 
appeared on their own behalf 86 
Mr. and Mrs. LaBombarde 
appeared on their own behalf 87 
Mr. Thomasy a. Chine, .QaG. 
The Regional Municipality of Holdimand-Norfolk 
and the Corporation of the city of Chatham 88 
Mrs - C3 Maehatham 
The County of Oxford 89 
Mr. A. Kimpe 
behalf of himself 90 
Mr. S. Kawalec 
Gertain industrial gas users 91 
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Mr. J. W. Leech 


Mr. Leech, the President of Unicorp Canada Cor- 
poration, testified on the following major is- 
sues: the reorganization of Union Enterprises, 
the reasons behind Unicorp's takeover offer, 
Unicorp's managerial philosophy and financial 


strength, and the acquisition of Burns Foods. 


Mr. Leech indicated that Unicorp was first at- 
tracted to Union Enterprises as a direct result 
of that company's corporate reorganization. A 
non-regulated holding company is perceived more 
positively by the investment community than is 
a regulated utility. This 1s due’ to the \market 
perception of regulation as being a _ process 
which results in delay and uncertainty. This 
market perception impacts upon the investment 
risk by increasing financial risk which in turn 
increases “the "cost of acapltaleeto, ther uti licy 
and thereby results in depressed share prices. 
‘Therefore, when Union Gas-~ restructured its 
business activities by segregating its utility 
From SiutSeenon-utliicy Moperatlonsweas. Corporate 
structure was created which facrlicaved 
acquisition and diversification and which was 
at the same time positively perceived by the 


capital markets. 
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tive packyeas ieterarmed: Unicor ps9 \takeover “de- 
SES ton: Pirate itor wNylLerpelses “Shares were 
readily available” of ‘the’ open market. second, 
thie! MinvestmenthW was  ednsistent "With Wm balls 
Citrepreneny tats tpi Dlesophy § ‘of expanding | its 
Can IPele, assert e with a ninitium “amount ‘of risk, 
Third, earnings from Union Gas represent a re- 
Nan venves Slaves resource  iot = incone® which Avould 
Siren wren UNCOr pr SsMaaecess NLS: icdp ital markets 
ANG tacCcCorieneive its s*findneial | base: BoOur Gin, 
ite iiereasedimacecess tto foapital markets ‘would 
stimulate “expanston tand*woild ultimately result 
wean enc reise! Wither ssharelMpritcasitof Minion 
Bniterprises Sandveuni canp. Purehsoiche Greer rane 
ZAtLonm increased #Union Enterprises! | diversi fi- 
Gation opportunities and Untcorp wished to take 
advantase worm andevtorAtitlize-ats tatentito fur= 
ieia Ciis vexpansionm andyuthereby ‘share #in vaccon- 


panving economic benefits. 


Ui pais hel pe  bhe® managerent’! of @sUnton 


Enterprises to design and execute the diversi- 


PiGati on! program bat will Mot alter its manage 


WEG SStractiuges Novena less etn corp? sa nomi 
Teco LEO Bet Conn Mii mirearors fon LUniont Enter 
prises! BWULLV oie anbinvetivelrole® in monitoring 
ads POpeitaretonses Vireludirnig Mthese of Union bas. 
Pn Samp esannreoryewih? rssNes proven record 


[O. ge se Meare Sp order toe facilitate, the 
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Ut LOY OS! RECesem ty External scapital markets. 
However,), Unton "Gass will” Gperate on a Fully 
Stand-alone. basis. fini jthat the:.company will be 
involved exclusively iWVewitl lity \“operatilote. 
WLtN, “DLS own sumanagement.) «without DOV idl igs 
iINten=cOonpotate sloansasar giljananteecs of indebes 
edness, with an independent Board of Directors 
selected from tepresentatives originating with- 
rn the. pranchises area! andiwrtti-its own head 


ofbuce located in Chatham. 


Thej-purchase,jol sUniensGas-illustrates an exten- 
sion Of this ;new managerial jstyle, because it 
represents a source Oi Stnoe Catan tinea 


Min ebeecias 4 id tna tesctuis. opeta Laos ty lie 
J g 


J. = (LS) RECOMIMNG, More andymone an as. 
pecteithat ~We sate, Concentmaring on, 
basically ‘because we seé that the 
INVESt Ment, <cOnMUnILY) likesiato see. a 
base hore Stable “Sarninegs eunder lying 
the @rowth matterneg.. “btheretores 
Ola View le (Uo Comba nemreemianes table: 
wealthier -dependent.” andl) seasonal | but 
sunewiate “sprediotablc  carnimas. | based 
Wht 10m 3eset.tulidading) -Goncept, We 
think pt greates a very exciting conm- 
pany, 


Mneretote.; | whike “Unieorp eawas originally con- 
ceived) in Q7Gt ac] an asset woauher thane incon 


oriented Gompany it has, Simee 1983. re-oriented 


REPORT OF THE BOARD 


J 


Ltspeorpotate philosophy by emphasizing opera- 


Lion Mh reportable income objectives. 


Regarding Unicorp's financial strength and thus 
ECs MoM Eyatoumay ethecdividénd’ ony the $1)1P7 
PrePp Me dees ess Tir  Mieeohetstressed! the dynal- 

ree na wine sonititie Uhicorpiferoup® of companies. 
Iya Seas { weak Veto Lal enn { ic 940 = ayqi js 
he cash Low within the group is made avail 

avew to: und’ sindi vidual) fananeial *ohliga tions. 
Rereorreae, Uni conoeihagetactess. Mio” substantial 


UNITE Nes oOG hi cred i 


Regarding Bite purchase of Burns Foods, 
Mrs *beecn ind vested Stthat while ithe: Burns Foods 
acquisition “was” found! to; be objectionable by 
Uniconpiis Poariinok Ditmectors),.wnredrp «had tnét 
formed an opinion as to whether the 
$125,000,000 acquisition was economically bene- 
bichaleto Ungconpiy Hemalisol added ahowever, that 
inet neveveniwathat athe spurchases turned out. to be 
uneconomic legal action against the Board of 
Directprs “ol Enterprises “would not be -under- 
Cakeneoy Unions ethemdinectors acted in good 
ba bt wancew it) ‘reasonable dueeeai licence 17 


CNCEDING MINORS Burs aroods transaction, 
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Mr. G. S. Mann 


Moy Mann; the “Chairman sot Uni corpaiGanada sac 
dressed sseveral’® frssues Gor miconcern. Including 
the reasons behind the takeover of Union Enter- 
prises, ithe: Burnswekoodsaiacquisitions andepone 
managerial philosophy, and financial strength 


OfmUnico Tp 2 


Mr. Mann generally corroborated the evidence 
given by Mr. Leech. Regarding Burns Foods, he 
added that he had currently received several 
UEiens form ithempurchase iomey nduwvidualediyvis Lons 
o£ Burns Foods, and intimated that this company 


may be parcelled up and sold in the near future. 
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Mr. G. R. Cowan 


Mr. Cowan, a Senior Investment Analyst with the 
investment firm of Levesque Beaubien Inc. was 
retained by Unicorp. He testified on the sub- 
ject lohegUniicorp ’s tefinanci ai condition and 


soundness prior to the takeover offer. 


As of December She LO: 48 *BURUGOTp “s total 
interest-bearing debt comprised 48.9 percent of 
the capital structure as adjustedifor after-tax 
appraised surplus. On the basis of this analy- 
Sis Unicorp Canada was considered to be con- 
Servatively leveraged as compared to other Can- 
adian public real estate companies. Generally, 
Mr. Cowan concluded that Unicorp Canada _ had 
successfully executed its corporate strategy of 
building asset wealth, and had done so on the 
basis of a prudently-financed Capital structure. 
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Dns oJ Cicchetti 


Dr. Cicchetti, the Vice President of National 
Economic Research Associates Limited and Pro- 
fessor of Economics and Environmental Studies 
at the) University yof/ Wisconsin ‘was retained as 
an expert witness and appeared on behalf of 
Unicorp: He testified. “on “matters. relating. 6 


Phase Wiand Phase [itissues: 


His testimony regarding Phase I dealt with the 
impact of Unicorp's acquisition upon Union En- 
terprises “andy Union Gas. Particular emphasis 
was spilaced wuponvitheeffeceusotithe acquisiveron 
on rates and quality of service offered to cus- 
tomersalof WeUnionsiGas. Testimony in Phase II 
Eocusedsonetwohissuess ~(hinsteethes desirability 
off public: review and *regulatvanmot direct. and 
indirect ownership and transfers of control of 
Ae oS eat Cleave SéCond we athem sdesirabi lity mos 
introducing new rules intended to govern util- 
ities and “their satflilvatedsintcencstse (them Are 
filiated Interest Rules"). 


In addressing Phase Siemattiers Dre Gucehe nul 
concentrated on the impact of Unicorp's acquis- 
ition upon the rates and services provided to 


customers by) “Undioni Gas Hives Ke yianoas. oo 
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regulatory concern were addressed; cross- 
subsidization, shifting of common costs, weak- 
ated “Cneditgrratingsss latkifoflefunds,” and’ the 


treatment of non-utility losses. 


On the matter of cross-subsidization between 
Chemucil Toyerand = non-utility artim tates, an’ in- 
dependent board of directors and ongoing regu- 
latory review of Union Gas' expenditures during 
the rate case will ensure that all expenditures 


are just and reasonable. 


Regarding the potential for a shifting of’ com- 
nene COSstsiomto the sutilityy@since! the utility 
and non-utility operations and accounting will 
be conducted on a stand alone basis any poten- 


tial for abuse in this area is greatly reduced. 


Noth Tespectsttor themcredit ratiingof Union Gas, 
since bonds will be issued directly by Union 
Gassaithe “underlying capital condrtion” of “the 
holding company will not be evaluated, and ac- 
cordingly the weak parent problem would not 
Inerease the = costwe-on scapitaliitowethe utility’. 
However, a bond holder may be somewhat reassur- 
ed by ithe strength of the parent and, over 
time;> the cost tofscontroel stesthe Wtility may be 
réduced ; Regarding equity capital, since the 
utility will be operated on a stand alone basis 
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it will maintain the ability to issue shares 
independently from the holding company, and 
accordingly, the strength or weakness of the 
parenteeist not hia Vrelevant) regulatory «concer 
because it will have no, effect upon the finan- 


cial) condition, of “the utility. 


A lack of funds for necessary capital expansion 
generally results from the unwillingness of 
regulators to grant a sufficiently high rate of 
return on the utility's rate base. This prob- 
lem iS not present under current regulatory 
Creatment, within’ Ontario, Further) if “a hoéld= 
ing company were to abrogate its responsibility 
toward the utility: in this regard, the Board 
may punish the utility shareholders through its 
determination of capitalization ratios and by 
awarding a lower rate of return on common 
equity. The Joint Undertaking regarding divi- 
dend payout by the utility will promote Union 
Gass) -Continuedwrfinancral iInteg@mityveand Swill 
also ensure that the ratepayers are not forced 
to provide funds to cover losses of unregulated 


affiliated businesses. 


Therefore, given a number of variables such as 
the financial strength of Unicorp, an indepen- 
dent@Union )\Gas “board sak dinectons,, the Joint 


Undertakings and strong on-going negulation, it 
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LP NE EET ne OE LL ES ESS oe SSS sn Hc nas: 


Woe oh Ke le ee Cut LOS Ont LiVey sy eGoncernss wid 
Ma Cs iia ligey eandeetiniis:, tie; ,Acqiisition.will in- 
POoOwestGiewutt bboy ks cability sto wattract capital 


and should accordingly be approved by: ‘the, Board. 


Mees” test piony wegarding, Phaser II Dia te oe 
Dieielechett i seenphasizged fitha tis ia pre-approval 
hearing designed to examine ex DOS hy haeto 4a 
Uparei eis, Oia acon l! Pais: ined ther economically 
ial Lenke nor | protectivemofy ithe public .inter- 
Cota both mi teres tstaresbettereserved by, rely- 
ing on an established code of behaviour with 
rules designed to regulate affiliated interest 
Ppansactronsy| between, sa atiihity pand its holding 
company. This alternative model would remove 
the ad hoc and uncertain nature of the current 
approach and,would also ensure that the Board 
Sone Uta ineatiemposiut Lon of becoming a parti- 


GUupanited nd thesysales' contract, 


Ties i pub ier apiemesit'ty. in Glud es witwo CONGe mis; 
economc  effieiency jwandekthesycosity of: capital. 
The economic efficiency concerns relate to our 
market-oriented economy Whiehs nNequires a Erée 
exchange of ownership) and control of capital 


ws Se eS. Economic efficiency. smaximizes the 
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returne-on*iinvested™=scapitaly ibys srewardi ng wood 
performance through an increase in share value 
and an accompanying realization of capital 


gains. 


This incentive attracts investment’ capital 
which will ensure that the corporation performs 
efPicient ly< Conversely; —restrictions son, “the 
free transfer of assets results in economic 
inert ficiency \because Wer vinsulates sthe wie! wey 


from market forces. 


The cost of capital concerns relate to the gen- 
eral Spublice® concern which® “requires “that | ithe 
economic strength of the utility be protected 
thereby ensuring that “it continues to provide 
Servicer tto frts cti'stomens at valreasonablewcost. 
Barriers to a transfer of ownership reduce the 
liquidity of an investment and thereby adverse- 
ly watfiectss the scost sof) capital) tomthes u tubine, 
which in turn impacts upon the price consumers 


pay? for natural’ pais? 


The regulators should not to be concerned with 
the change of ownership per se, but rather with 
the need’ to protect) ithe tility @6rom transac 
tions, VariStng = trom / its Yassocvatzon witha 
diversified® <corporate istructures.or, assholdiune 


company. Essentially, this issue boils down to 
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two regulatory concerns, Rirs ts ensuT Mc hethat 
utility assets are not Stripped for NON = VC ity 
purposes and second, ensuring that the utili- 
lyes assets are: not used to secure investments 
in non-utility activities, which would thereby 


increase the Gil UU Vbss aris ky, 


These concerns are best protected through an 
enactment of rules. Dr. Cicchetti stated that 
White. “there is «no substitute for strong on- 
going regulation, there exists a (recognized 
need for new rules to address current market 
developments and to deal with concerns arising 


from diversification and holding companies," 


the present legislative situation is (amauncer - 
tain one. Section 26(2) doésenotesprovide for 
regulatory treatment of aqUrectivacadii sustitons of 
2 ease ULL Listy Undertakings, because tieyeane 
2LVenwonwa Case 2by7Gase abasissdosnot establish 
a set of firm standards. Dhereigane To general 
rules which govern the relationship between the 
parent and its subsidiaries ONcCemthey acquisi— 


tion is complete, 


Eu Ge tee eS eiGital oni eG does) einotuerdealcowith the 
acquisitions of shares of a holding company 
controlling a gas UGilsltistty.. Accordingly, the 


adoption of explicit language was recommended 
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for the purpose of providing direction to 
potentia'letinvesttors in Wtili ties,” tomuti lates 


themselves, and to their affiliated interests. 


The proposed code of behaviour (the "Affiliated 
Interest Rules") would take the form of a 
series of prohibitions applicable to all natur- 
albegas “distribution “ati? lities fin Ontario, ‘and 
tovstheir affiliated ‘companies™ and personse 
However, this code would not apply to the util- 
ity's holding company. The rules cover nine 
areas of concern; indebtedness, loans’ and 
investments by the utility, loans to directors 
and management, regulated activities, acquisi- 
tion premium, cost of reorganization contracts 
and transactions with affiliated entities, and 


capi talestructures 


Certain matters should not form part of the 
general prohibitions and are more appropriately 
dealt with through the process of on-going reg- 
pation: Matters falling into this category 
include the allocation of Management costs, 
reorganization costs; dividend Wrestrictionse 
retained earnings restrictions; capital struc- 


ture and other related matters. 


Certain issues need not be directly addressed 


by the Board. Such matters include the 
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definition of control, composition of the board 
of directors” of "the utility with the Single 
qualification that the utility board must con- 
SUSt "orm & Majority of independent dune ctonse 
head office location, and a change in control. 
This latter concern was qualified to the extent 
that the affiliated interest rules are put into 
erfect and®a Complete ™'notrce sof aegul Sixt don ds 
filed with the Ontario Energy Board. 


Therefore, the Proposed legislation would con- 
tain four essential considerations, Einstesathe 
rules would not operate as a "barrier" to 
eltnen asdtrect™or *indirect change in ownership 
OF Control *rof* =the UCIity. except, in special 
Circumstances, Such Special circumstances 
could include political concerns such as_ the 
degree of concentration within a particular 
industry. Second, a code of behaviour concern- 
ing the control and treatment of the utility by 
the parent should be introduced. Indy see the 
Prohibitions outlined in the Duress Should. be 
appealable to the Ontario Energy Board. 
Fourth, * the *rulées Shountd be flexible and on- 
going regulation should provide for exceptions 


to those rules for Special circumstances. 


The "stand alone"! Principle underscores all the 
Affiliated Interest Rules. IDLSe principle 
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requires that the utility be operated and regu- 
lated as a ,separate economic entity. Accord- 
Logly,4 ;the, holding. »company owning. or <control- 
ling the utility maintains a debt and equity or 
capital —stnuctumegwhichwisaaceparate Sf ron pehat 
off they ut ilitye) fodiidar ive shoardi. revi latas 
the muti bitysonw thessbasismotiea’ separa te cantar 
structure and, with.iregard to,.an, independent 
evaluation,.of financial. andpbusiimess, risks: .and 
returns. “Accordingly, onemot athe srules sprovid. 
essetnat. (hemutislisny aay NoOkesnvest (na normace 
quipe.ani economlepinteres tau nenonere latedseactin. 
Vitiession elated competitive. actavities wallow. 
6Vel in LOLS COCS wanOthas nD Vy eeu aon Cam tine 
Should (be jprohibiteds. fromgsdivemsut vad nee With 
respectyato, stheasimattemesoiagsindebitedness. — ale 
rules,—requires that. utility,,assets jand earnings 
area mot; wgusediptoysecures thes debtameduiity (or one 
vestments of non-subsidiary or affiliated com- 


panies oOLmpesrsons. 


Alpsindependen te board, Ofmadirecthors, « whilichmuawas 


defined as being a board composed of a majority 
of independent members, LSgeCcruci alm ingalleviate 
ing regulatory concerns such as. these relating 
to Capital Sb Cr Liles dividend payouts, 
retained earnings, investments and other 


similar problems. 
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Ghetsiiatteragay wenlorcementsj forms, an integral 
part of these rules. Three examples of enfor- 
Cements; used aby i teculatory)-authorities in. the 
State of Wisconsin’. are the following; fines, 
cease and desist order, and denial of unreason- 
ab lemiexPendl GUrem gingluspons, “nyethex utility's 


rate base. 


Ding Gricehe tbieasked mito tKconsider af, he» would add 
Comissfaihiliatedsinterest rulesd4sa requirement 
iat aoponteon of i thesutility,,earnings be re- 
CaAinecimineines event athat (the apetvained .earnings 
OME CICeIUL WiitveaGe ei Nsutricilents to! ma intaineakts 
Squmingsattawlevels enabilingy the,utia lity «to -con- 
tinue MES AbuUsiiness operat irons’.. «Im, the. alterna- 
tive wit iwasmsuggested? that), the.,Ontario Energy 
Board be granted the power to compel the hold- 
ing company to provide additional equity capi- 
talgwovthejwtiligyyonestermsythatAare at least 
as favourable as it would have obtained in the 
Mmankerta (fonsithe) purposes,of maintaining the util- 


itysequity at dnjiappropriatestlevel. 


Day Chechetthedisacreeda wi thy this proposal on 
two grounds. Fingtsythe emaintenance of a rea- 
Sonab ley capuitaimwetructurenthtoush)a control of 
rebamnedsjearningsyeandeddividendsspayouts 1S a 


Pesponshbl littey poti jon jgoing Inegubhation. Second, 
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requiring a holding company to become a provid- 
Cito 7equily eotpelast@enesout Tinsm aca listeenaie 
grain, “ols free-marke tvecononicwrelations require 
Lngeathate tlie kisitareholder’ Grenaiin *anonymouseseand 
Cia) hismipabulity ibe ebimited sethowevers sher did 
agree: thatmithes op tiontoteea blowing. the “artallarty 
Co go to the equity marketedirectly may be rea- 
sonable in circumstances where the holding com- 
pany “refused vto provide funds necessary ‘to the 
utility for capital expansion and _ thereby 
brOoUgnES A CSch into SGonilict awh Les duty ato 


Sic Vier 


It was noted that under’ the Securities of-Util= 


ities Act of Wisconsin which is administered by 


the Public Service Commission, the regulatory 
authority is’ empowered’ (to directly regulate a 
Ut CyMsmidividendspolicyeat sthapter184) of that 
ACC provides that amutitutyemay enol. issue use- 
curities without the authorization of the reg- 


uUlavor Sauthori ty. Clausem@ils84z-0Semsets out, the 


_factors which should be considered by the reg- 


Ulatory ~apency in “aiving we ttseeapprova Ll. They 
include, +the character of the proposed securi- 
LLes mathe SpuUrposesemtorenwhiiche wtiey sates tombe 
issuedand “they terms upon? which’ they are to be 
1ssueds TMieeeecT msi (Of @ais Suances ito sinc! Udera 
detailed description and statement of value of 
the property or services which will be received 


as consideration. 
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Fur tiereeeGlalsces ia d. sprovEdes that wherever 
the -commission Hinds= tne financial condition of 
Liresit iii tyesLOoeba*rmpatred lt has’ the power to 


and 


£5'59) 


Ordel edi @AnVes ti caerone olde *ae-nearing 
Uta ely Messier an order directing “the utility 
to cease paying dividends on common stock until 
Sicuwiilice ose tie “mpairmentsetoe its financial 
condimtaron Pits repaired. 8 lt was’ “argued that: this 
provision would help prevent management from 
Passenee out Jaudiryidend ilir*excess™or what is rea- 
Sonagty srequlred to Secure™the utrlity’s f£inan- 
Cie aseabmla tive | We wresponse Dre "Gi cchettl ‘said 
tiaerethe "Fexrstenee Yor nesponsible ~management 
ensuves sthat tna se Scenarro*twould®’ never Yoceur. 
However, Je *eaereed that! Vi? ysuch events * did 
transp tre? ethe’ *eustomers’ of the *atility ‘would 


suffer. 
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Mr. K. J. Slater 


Mr. K. J. Slater, a Senior Vice President of 
Energy Management Associates, Inc. of Atlanta, 
Georgia, was retained by Unicorp. He testified 
on issues relating to a change of control of a 


Utility. 


The performance of a utility +direct ly results 
from the way in which it is managed and regula- 
ted. The role of an owner is twofold. Firs te 
to provide capital and second, to put the util- 
ity management in place. Thus, the type of 
ownership of a utility does not directly affect 
its performance. However, because an owner can 
determine the way in which a utility is managed 
the type of ownership or control may affect the 
utility's performance. The most beneficial 
structure of control is one ‘which allows a 
small cohesive and interested group of people 
to substantially influence the direction and 
_thereforem ithe jequali tys vot management. The 
owners need not necessarily have utility exper- 
ience, as long as the owners have a sound busi- 


ness background. 
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Mr. J. J. Oliver 


Mree0liver, -adgisseniorsVieey President of Nesbitt 
Lhomsenjabongardawlinic. , swastarétained and .testi- 
Eleugm@one bela lis off) Unicorp. He addressed the 
EOMOowing: Lssuesyeqtherrcostyiofmcapital to Union 
Gasia sthemsstrength bmi i ther parent theory, the 
PriCt-approval ([4processs, juitinity’ diversifica- 
tion, the divident payout rule and the prefer- 


red share interlock. 


Mites Obiwerhind: Gatedetiawouniidonp!s acquisition 
oGe cont role fot siUnionssEnterprises; will, neither 
materially impact upon Union Gas!' on-going ab- 
Dit ye toeraase) capitalise norweffect its overall 
Gost Of) capital (ora janedintwonthiness. EhasSeae 1s 
PUMMarily eduewto they fact. that. .Unaon,.Gas wi Ll 
continue to raise capital in the external mar- 
ketsoninblits, ownianame: The market considers 
three factors to impact upon a change of owner- 
Ship PoOtmeontio lagohe Bipuit ily: sam.sound jregula- 
tory environment, undertakings, and to a much 
Lessenpextentwtientinaneial ~condition.~and.man- 
ag ena l approach) ofs ithe: prineipal «shareholder. 
liebe spiccentescace = thes Joint Under tak ings)! to 
thes Lieutenants GovernnorminsGouncil are) a )!'sig- 
DEBVCamieesOuree “Ole Gontortletoesthe investment 


community. 
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Thei@ strength wom weakness eof the parent or 
grandparent will not adversely influence the 
chedivtt rating Magencies, ®analysts on investors: 
Inebactgama sslight®tadvantage® may arise from 
being, controlled) byiiaw stronge) parent). if  ifon 
example, that parent is willing to participate 
in the dividend reinvestment program and there- 


byt imject additional teapttalwintogthe utility. 


In the event that Union Gas requires additional 
equity “to undertakes capatal)*) expansion, easuch 
funds could easily be raised from three alter- 
Na tivegssouncess liadditionalimireat and) ormind i. 
rect purchases of common equity in Union Gas by 
Unicorp, and dinectsaccess iby (Union Gas to the 


capital markets. 


A prior approval requirement for a transfer of 
ownership or control would increase the cost of 
Gap iit alegto® thes iutill lityaa weWNh ile ethes marketecune 
derstands public policy objectives, Mr. Oliver 
sardgthat 


thes-more! ‘specifi cl ithestguidelines 
the more readily the market could 
aCCEPt, § them, 2.8 mw NoweVei| rt OMe uitC 
extentisoneycreatesy barnieps) to entry 
and cyeates delays or uncertainties, 
Chen Cleat yaathacued cds OmeLicmECosts 
because it potentially removes cer- 
tain legitimate inquirers and it dis- 
suades others who don't want to take 
On Mine siiGertalntys 
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PGpwastG@askeds whttherne@a Truilewirequiring that a 
Ut1Iaty ADtesinvestsin’ or TacquirFe an economic 
rnterestennera’ won-relatedslactivity without the 
consent oPeetiespoard py woulld impact adversely 
Ol sonewecustUs off capi.ta bartvomg that? util ty. In 
response Mr ieORhivermindicated that isuch a rule 
would’mot aftect tthe cost of capital! ‘ ‘However, 
if a utility invests in non-utility assets then 
the cost of common equity would depend upon the 
profitability and significance of the non-regu- 


lated activities. 


WrUneerespects tothe edividend "payout eruleés con=- 
taimed@inmy Chapter? 184 7of sthe Wisconsin’ PUC Act, 
if such avrulée were to be enacted ‘in Ontario it 
would not increase!’ the’cost of ¥capital to the 
utilities, if this policy were implemented in a 


liberal manner. 


It was contended that the $104,000,000 prefer- 
red “Sharetobligation from Union iShteld Resour- 
ces owed to Union Gas would only be protected 
pursuant ,tospthe Sundertakings if Union *Enter= 
prises Brémamns thinancral ly sounds “Accordingly, 
Ltitwas, asked whether Gthe introductionvof ai rule 
requiring” that) Union vEnterprisesi. and Union 
Shield Resources not merge nor amalgamate, nor 
materially Sekigtthetr assets *non go) to (the) mar= 


kets Shor eesubstauntialnt capitals would Pampact 
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adversely nponamthes costar of capital to 8Univon 
Gass» (MrajcOldver indicated that’ while’ the cost 
of capital to Union Gas would not be increased, 
the rule will adversely impact upon Union 
Enterprises' ability to provide equity to Union 


Gas. 
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Dr. R. W. Waters 


Dr. Waters, maa professor ot EConomrcse and *Fin= 
anGe Pata cline: Universi tye ofeioronto was! retained 
and) testufwed "on: behalfoof* Unicorp. He addres- 
Sed@ithem tol lowe matters mm itthelsutility's “duty 
COM is ciiveramtie: Vimpact! “ofl thes acquisition tupon 
Lhemdiuty sto tsenv.ese" and? ther ‘desatrabi lity of “ad- 


ditional rules and regulation. 


Digeeideehs "tihnidicatede@tthatelas: !agrpublic utility 
Union Gas operates in the public interest and 
therefore has privileges and corresponding ob- 
bigationss The obligations arise from a duty 
comrserveswhichmresultsetrom@’them privilege of a 
Eranchusesiticensing the ititility#ias “the sole 
dis tHrbuvor Fopa pas: Withiniiitswserviice area. “As 
aEresultmiom eres tobligatronsito serve the util - 
ity's continued ability to undertake necessary 
expansion is of critical importance and requir- 
SSwatnats thetutmiity “havelcontinued) access to 
the capital markets on reasonable terms. Ac= 
cordingly, the public interest requires that 
them financials ainter rity) of Unions Gas be tmarn= 
Ca Ned seer ee Watters. concluded thatthe tUnicorp 
acquisition will not adversely impact upon the 
financial integrity of Union Gas because the 
UGCEEUEvVeeise regulated om fav's tand Calone"” basis 


and. because the Joint Undertakings provide 
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adequate assurances regarding the Uti liby is 


future financial integrity. 


Regarding the issue of whether new rules should 
be» introduced, Dr. Waters indicated that if a 
regulatory environment does not keep pace with 
the practice in the corporate world new prohib- 
itions may be required to ensure that the pub- 
lic intemesttiscontinuesjito [ben iprotected. How- 
ever, new rules should not be directed towards 
regulating the transfer of ownership or control 
but towards establishing a code of behaviour 
governing the relationship an owner is to have 
withyy theinutili ty. The areas which should be 
controlbedjare!disposit#onsofsassets and util- 
ity financing. Nevertheless, there is a danger 
of constraining normal economic activity Uby 
introducing a proliferation of regulations in- 


tended to cover unusual circumstances. 
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Dr. W. J. Baumol 


Dra Baumols dapeuotessore obe Economies, at ).Prince- 
ton and New York Universities was retained as 
any expertiaiistnessigbyeUnicorpsGanada. He testi- 
firedmmon sithem@tollowungsemat tens: the Joint 
Undertakings, the market economy and regula- 
tion, takeovers, concentration of ownership, 
Bey Gesulatoryob) eatives of «thesiBoard, and the 


desirabd hitty. jot. rules. 


Drgembaunons Sindicatedsutmatasgiven the Joint 
Undettakingsesandssthe existing regulatory envi- 
ronment in Ontario the indirect acquisition of 
UmlonmoasSsmDYsIn COrpadocs, Not. pose a threat. to 
the | publi caamterests and }héessaccordingly recom- 


mended that the Board approve this acquisition. 


LNs waa ica pista st. eso cet yougMmankeiteshorces, provide 
competitive incentives which promote greater 
economicecht licilentyve, Sli -shortiaithe presence of 
competitors compels efficiency. Sd Ge pat ale 
ties enjoy a franchise monopoly they do not 
face head-on competition and accordingly incen- 
tivessusorductiucnencyaforiginate efinom the free 
market transfer of ownership of utility shares 


through a takeover. 
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Takeovers were also perceived to provide neces- 
Sary economic efficiency incentives to the man- 
agement of a regulated firm. The combination 
of diversified ownership, regulation and an 
absence of head-on competition serves to en- 
trench management inefficiency, land only wia 
takeover can eliminate it. A freely function- 
ing market for the transfer of corporate owner- 
ship and control coupled with the realization 
that shareholders can tender their shares *toman 
acquirer possessing the power to change an en- 
trenched management or management Policyavacts 
as a valuable check on management. For this 


reason management seeks to prevent takeovers. 


Concentration of ownership is essentially on 
anti-trust matter which is not at issue in this 
Casen Concentration was defined as being re- 
lated to two issues. First, the acquisition of 
ownership and second, the share of assets in an 
industry. The Ontario Energy Board should be 
concerned about the concentration of an indus- 
try rather than of ownership. It is concentra- 
tion within an industry which is detrimental to 
the public interest and economic ePirvcinenay 
because it reduces competition. In the context 
of concentrations -ot Ownership the issues are 
different. In this context the focus is upon 


preventing economic exploitation of Chemiutriicy 


AZ 
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through evasion of regulatory restraints. How- 
ever, "a, concentration of ownership is. benefi- 
Wa levine mercinio ownership with “control which 
has the effect of constraining management to 


ace fet fucrentily< 


iies* concepts ***ownersnip'’ atid **control’’ were 
distinguished. The term i"control’ was defined 
bopabecnnt cally sconpnise the sownership of £ihty 
percent or more of a company's outstanding vot- 
inge shares..." "However, “effective control is of- 
ten obtained by less than that amount where the 
remaining = ‘shares! are’ widely “dispersed. Control 
ine*thist wider context results” from’ the follow- 
ing circumstances. Derecte*ecortrolr “occurs when 
ameaindivedial "Omesroup -control a" significant 
percentage (for example 20 percent) of voting 
shares’, “and ‘act’ jointly in the’exercise of con- 
Crow, Indirect control occurs under the same 
circumstances but is exercised through a hold- 
ing company. Accordingly Dr. Baumol indicated 
Chatee there Vs ¥no simple formula’ for a numeri - 
Galetuhresholdyetand 1f*8any Specific number is 
GOLT CGtan tnieethe Vinstances="1t" is@ilikely to be 


WON Cw Nea NO CN ta. 


The regulatory? objective of" the “Ontario Energy 


Board requires that a franchised utility be 
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regulated in a manner which will best serve the 
interests of the consuming public. The’ public 
interest requires a maximization of benefits to 
consumers of natural gas as well as an adequate 
return to shareholders. This later requirement 
IS” particularly “important jto. the utility's 
ability to attract investment capital required 


fOr the sexpansionvot PtSebaci bitres: 


When a utility is controlled by a holding com- 
pany, in common with unregulated corporations, 
a concern arises that the unregulated corpora- 
tions may benefit from this common ownership to 
the detriment of, ithe. wePlity. Accordingly, he 
recommended that instead of inhibiting the 
transfer of ownership through a pre-acquisition 
approval hearing, the Board should adopt rules 

governing economic relationships between regu 
lated.:and unregulated affiliated enterprirses, 
because only rules will prevent future prob- 
lems. Such rules would regulate economic rela- 
tionships between such entities and would re- 
late «to purely, Financial) transactions  includ= 


ing: dividend policy, exchanges and sales. 


These rules would not preclude a utility from 
diversifying into non-utility but. related 
enterprises for ;two reason, Firsts’ -atfipliated 


enterprises create economies’ “of scale!’ which 
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benefit society in general. Second, the util- 
ity benefits from the unrelated affiliations 
DEGalSGmesuch MmeniLerpulses Faddwito sithe. utility '\s 
financial integrity by reducing some of the 
risks to which it is subject. 
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My Eee Mo eedgell 


Mrs -Edgedl © 'the Senior @Vice §President off Util. 
ity Operations for Union Gas and a Vice-Presi- 
dent of Union Enterprises testified on behalf 
of Union Gas. He provided an overview of oper- 
ations and indicated the “importance of ‘capital 
expenditures in maintaining the quality of ser- 


vice to a utility's customers. 


The evidence presented showed that the com- 
Panyasa eh Uversyear “forecast soteucapitalmarequitce 
ments, aS expressed in millions, will be as 
follows: for “LO85e.$7 8.906 ssetom s OS Om hhOs 000. 
FOr el 98Je.$127,5640: for J1988) $179%555- and @tar 
1989 $108,099. 
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Mn: Of Neils ithe ofireasurner’i cof) Union®«§ ‘Gas and 
Union Enterprises appeared on behalf of Union 
Gas. Testimony given by Mr. O'Neill covered 
two areas of concern; the preferred share 


interlock, and the Burns Foods transaction. 


AS a result of the reorganization, Union Gas 
solds, Cietenoneaiterhityevassets ito: Union - Shield 
Res ounces estor £$2007000,000. Part of the con- 
Sideration received by Union Gas included a 
preferred share \issue, from Union -Shield Resour- 
Ceseutor 191040008000.) Underetheaterms:-of the 
reorganization agreement, Union Shield Resour- 
ces is obligated to pay an annual dividend of 
$9,000,000 to Union Gas to cover the 
$104,000,000 obligation. UntonydGas will in 
turn dividend the $9,000,000 up to Union Enter- 
prises as a special dividend over and above the 
$27,000,000 annual dividend. The preferred 
Shares are redeemable within 10 years. oA Sink= 
Ing, plan ,or. any, other; plan; for partial redemp- 
tion, has;ynot phecnssestabduished.s sto Support the 
$104,000.000 obligation from Union Shield 


ResoOupgese toy Un von, Gace 
Union Shield Resources expects to pay for the 


interlock from income derived from Otte die lls tetey, 


investments, Such income would include an 
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annual dividend for $1,200,000 from NUMAC to 
Union (Shield Resources and) a ‘cashes flow oG 
$20,000,000 from PreCambrian Resources. In 
addition, PreCambrian Resources has access to a 
$50,000,000 line of credit. Capital expendi- 
tures are not planned for either PreCambrian or 
NUMAC and accordingly there will not be a drain 
on the dividends received by Union Shield 


Resources. 


It was questioned whether the Burns Foods ac- 
quismevon” 1s selrf-rinancinges | eiven the con= 
pany's expected annual cash flow of $20,000,000 
and its projected capital expenditure program 
of “$135,000,000° per “year over the next five 
yeause Union Enterprises' obligation to pay 
$10,000,000 annual dividend to Burns Foods will 
be sufficient to cover ‘cash shortfalls which 
May Sal iseaeiny lhe, cat ly years However, Union 
Enterprises: "and**Burnus foods botm have sutfis 


cient lines of credit. 


ine Lact@ititataUnrcorpe as@a ipa neme company exhi- 
bits“weaker “financial *ratios® than’ Union Gas or 
‘Union Enterprises, may influence the abi Cy ato £ 
Union Gas  tot@ararse Peapttal = at comparable 
rates. However, Lt was noted that 
Mre OF NETIT' S "financial *ratioseeare based upon 


three** "assumptions? “which#eot altered would 
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indicate that Unicorp is a stronger parent than 
Ches ravromlavemnenrasented ) it) ito bet Bars. 
the ratios were compiled without the benefit of 
UMUC OL Das Ost ettipewto® eda ter tanancial “projec= 
tions. [SeCondee= Minorrty interests are’ * not 
treated consistently in that they are included 
in the preference shares held by Union Enter- 
Pulses Wwillicartexcluded@@strom~ “common “equity. 
Ehvrds the **'calculations assume that Burns 
Foods, SUniom@erEnterprises,* and? Unicorpy pay taxes 
at the normal corporate rate of 50 percent. In 
facts” ~Unvecorp) does ® not! pay “taxes and Burns 
Foods, do0essts0nmu vat rates lowers than SOspercént: 
Also, to the extent that the market views Union 
Gas as raising capital on a stand alone basis, 
the financial ratios become completely irrele- 


vant. 
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Mr. T. E. Kierans 


Mr. Kierans, the President of McLeod Young Weir 
Limited, was retained as an expert witness by 
Union Gas. He testified on the following mat- 
teas: the .costy of. capital pathe~ reorganization 
of Union Enterprises, the Settlement Agreement 
and the Joint Undertakings, the preferred share 
interlock; .thegadvisabilety ofsadditional ‘rules 


and regulation. 


Mr.q Mreransitestifiedm thata, theasreorgan? zation 
of Union: Gas, did not; atfect the,icredit rating 
Of thew Ut 1 dae y. The two leading Canadian rat- 
ing services, Dominion Bond Rating Service and 
Canadian Bond Rating Service continued to rate 
the |securitres of (Union sGas hae y. in® fact 
the creation of a pure utility was regarded as 
having reduced the risks associated with non- 
utility investments and was therefore perceived 
positively. Further, the Undertakings given to 
the Lieutenant Governor in Council, intended to 
ensure: the vconbinueds Strengtheot .UntoneGas seand 
to protect the dividend and redemption obliga- 
tions of Union Shield Resources to Union Gas, 
were important in appeasing the concerns of the 


financial community. 


A/40 


REPORT OF THE BOARD 


The. Settlement ‘Agreement and’ the Joint Under- 
takings have impacted positively upon the mar- 
keGus, perception roeeUnicn Gas’ and' will accord= 
bogiyepermiebythemuti Mity’ tol -raise’common equity 
capital on reasonable terms. Specifically 
Eee, were LoOur positive: influences, ELS Gene ed 
positive regulatory environment without addi- 
tional controls and procedures. Second, assur- 
ances that the financial integrity of Union Gas 
will be retained, including the assurance that 
Unionm@iGasi wi bigihave Vaccess* to internal sources 
ofqecapmtaly oneeterms’'as reasonable as “it may 
obtain externally: S8lhryrd/ capital expenditures 
willvibe intttated, and! "implemented thereby en- 
suring a high standard of service on an ongoing 
basis within the franchise area. Fourth, ex- 


isting management will be retained. 


The preferred share’ interlock will not be ad- 
versely affected by the Unicorp acquisition for 
two reasons. First, the undertakings given by 
Union Enterprises at the time of reorganization 
ensure that Union Shield Resources will be 
capable of meeting annual dividends and future 
redemption obligations. Unicorp has adopted 
this undertaking. Second, the Joint Undertak- 
ings further provide for an independent board 
of directors at the level of Union Gas and 
Union Enterprises and for a commitment to 


maintain the preferred share obligation. 
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The fact Union Enterprises does not have an 
in¢ome pi lowe oteitsiownvis nottlrelevant LOPES 
Financial strength or to its aD Dicey tomtul fii 
this dividend commitment because Enterprises 
consists of a very valuable accumulation of 


assets. 


While takeovers help to remove entrenched man- 
agement and thereby promote economic ebiiic Lewaeny, 
there must be sufficient regulatory policies in 
place to .-ensure that the public interest is 
protected, This goal is accomplished through 
the prohibition of adverse dealing 7 practices 
and combinations, and not through the preven- 
tion of takeovers. The public interest requir- 
es the Ontario Energy Board to examine two ine 
Cemestus® Firstom thatreotthes shareholders to 
ensure they are receiving the best possible 
consideratvony) fora thee ivaliem of) the assets. 
Second, that of the consumers to ensure that 
the \Servicesiwill continues toe be provided at a 


reasonable cost. 


Because theutal ity vhas duty to serve, the 


Ontario Energy Board should ensure that the 
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utility's management is not accumulating large 
pools of) assets jto, build a larger company by 
Siheuunge wheesbunden, OtetiNal.acost, to the ‘con- 
sumer. It does this by double-leveraging the 
Company im Ohger fo .enhancemcapital extraction 
JteelUcCumLISKM OLuiicreasing thescast of capital 
to finance the rate base. Action on behalf of 
thes Ontario. Eneérey eBoard in, this, Tegard would 
not constitute on unwarranted interference with 
Managerial discretion. This type of example is 
an illustration of "where the rubber meets the 
road between management's discretion and the 
Board's legitimate concern as to whether some- 


thing is economical or appropriate." 


Undertakings are necessary to protect the fi- 
fancraleeinteornweyesots thet wutiulitys TAs: Vongt tas 
the required undertakings are provided the 
Board need not inquire into the personality of 
aie pent by aGquiling control, The Board does 
not have the authority to demand undertakings, 
but it posses the ongoing power to regulate the 
utility and thereby punish. Therefore, it does 
not require a formal enforcement mechanism. 
Further, an individual making a major invest- 
hen wi Ssepprepabedia tos work@ wiCnines theytexi s ting 
regulatory environment. If, however, an inves- 
tor does not voluntarily negotiate the under- 


CahiiesS Witte ltict them Boards or the Ministry 
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of Energy then the purchaser should be given a 
“cooling "Obpwipeniod itr order to negotuate, suen 


undertakings. 


The undertakings need not necessarily be en- 
shrined into rules of law. This approach is 
self defeating because strict rules are inflex- 
ible and therefore incapable of foreseeing fu- 
ture “occurrences. Mr. Kierans rejected 
Dre Clechet fis SeEpLOpOsiit Ole etidt = TUles m= tediice 
uncertainty in the market place and therefore 
Mmpaccaipositive by upon, tiie cos Umot Gapital mesic 
said that 


"the best security that. any investor 
hasssoGeinkg this: systemp right now is 
the embedded series of decisions, 
historic decisions, that indicate 
what will happen in the future". 


By establishing rules the Board will be esta- 
bDlishing “a. basis for “a new (set of  decis toner 
THis process S$ very upsetting ‘to investors ana 


may increase the cost of capital to the utility. 


Mr. Kierans Gwas, particularly suagainst dalle rite 
intended (fo “control a sutility's. dividend poll 
cy. The dividend payout policy of any company 
is within the authority of the board of direc- 
tors of a company who act upon recommendations 


from management. Regarding a dividend policy 
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having a "worst case" scenario provision he 
said. thats 


to constrain within a market economy 
on ‘the basis of the unsupported ass- 
essment, of othe possibility of ‘some-= 
thing developing is a very serious 
intrusion on the correctly presumed 
abilities and good faith of manage- 
Ment andthe wOard or Directors. 


Wile wee introduction vot askformalinzed + monitor- 
ing process will not necessarily increase the 
cost)jof capital it should not be introduced for 
the following reasons. First, a latent code of 
behav ourPlexisitssewithinitthis )junisdictiony and 
is understood by the investment community. 
second, anijinvestor: is unhikelyjto "toy" with 
the regulatory environment because this is the 
Sing lepplargest Sdeterminantyact the quality of ta 
utility investment. Third, existing close su- 
PERV US LONSOfe atetitilityase;cost  -ofgssenviece? and 
Operations Constitutes) an Tiassurance «that bthe 
interests of the consumer will be protected. 
Aliso pe the HBoatdemaymcall, ina the utilityrton sits 
own motion and subject it to examination. 
Fourth, additional monitoring may impact on the 
discretionary judgment of management and 
thenebywdasimacteuliewtroms efficiently, managing 


Chem UMiiCy eee iNterans wsaid, the: process: 1s 
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working quite well without the importation of a 
new set and layer of regulation." 
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Drie G? RaeHavl 


Dos UHalbl Pv the Vices President of ‘Charles River 
Associates of Boston, Massachusettes, and a 
former Commissioner of the U.S. Federal Energy 
Regulatory Commission was retained as an expert 
witness by Union Gas. He addressed the follow- 
ing matters: the role of regulation, the ad- 
vantages and disadvantages of a holding company 
structure, the utility's obligation to serve, 
and the advisability of rules and additional 


regulation. 


Heye¢estubied Ythatea mtidatyrersiferanted: san exi- 
clusive franchise to serve within a geographic 
region, which creates a monopoly market free 
from competition. Monopolyé+results:, from) | the 
Fact that winiecertaini tindustriesi fa simple firm 
can supply the market at a lower cost of pro- 
duction than can a number of competing firms 
serving the same market. This process has been 
reLenredbeanoe aS wan tVeconomy \cofeyscalersand 
Scopes NHaowevemyedue toy there actothat ithe: 'ser- 
vice is considered essential to a certain stan- 
dard of living the government intervenes 
through, (hegulationg toeicontrol) both» prices» and 


entry into such markets. 


Dr. Hall ‘described’ a regulated \monopoly as 


COnsti tULinveesas sSOClal S contract = between the 
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utilityejand® the gmecgulators. Undergethne social 
contract the utility possess a commitment or 
duty to serve present and future customers at 
just and reasonable. rates. This obligation 
requires the utility owner to forego "windfall" 
profits but also requires that the cost of ser- 
vice to the customers includes a fair return to 
thelyshareholders of! ithe aitility. «The regulator 
possesss ae connespondingysobligation to grant ‘a 
rates ioiisreturni that «will ipermityithe utility a 
fair chance to earn a compensating return on 


the investment. 


Ownership of a utility by a diversified holding 
company is desirable for two reasons. FPrrsie 
the holding company structure assists the regu- 
lator in distinguishing regulated from nonregu- 
hated? tactivaitiess Second, the holding company 
structure permits financing by subsidiaries or 
by the holding company and thereby increases 


avenuesy;for access tomcapi tal, 


Four disadvantages militate against the holding 
company SULUGGUTE. Rhys ty, inter-corporate 
dealings that are not at arm's-length will re- 
sult in higher prices or a higher than market- 
value allocativonmof cost for; goodss and services 
Orr Le wil ty. Second, the customers of the 


utility may cross-subsidize the unregulated 
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Coupo Lat capatipliates: ihiirdemecuhes ability of 
the Pubilityy togfaccessi!y capiitaleon reasonable 
terms may be adversely affected by the wrong 
ypenfot Gapitalestructure. Fourth, the misuse 
of the holding company structure may result in 
a conflict of interest which can adversely af- 
HeCipMeNeCamaDilityvyeron thegmutivlity eto acarrytiout 
ts ‘duty, to .,serve. Accordingly, the Board 
should ensure that the acquisition of Union Gas 
doesnot Gadversely, affects theryvability) of the 
Utility #toahraiseycaptitah) ‘on: sfavourable ; terms. 
Libs aevedubneses therminreculatorsmijtosvassure that 
those managing or controlling the holding com- 
pany have, first, adequate resources, and 
Sséconderiithatyethey dol mot ihaverhal (conflicts of 
interest! Suni chelmaymwatfecti@thein sabblity “to 
ensure »thatpthe) utility)adheres ‘to its»obliga- 


tion to serve. 


Wha lessing@eneory Avhes Umislking' of a utility can 
be. controlled, in practice this may not be pos- 
sible because it may involve the regulators in 
the "micromanagement" of the utility which is 
bad public policy, unsupportive of consumers 
interests. A more appropriate approach would 
eistines Cha tintne su Gllityoqei csite bthas baccess{ oto 
Gapitala required, foryexpansiontand,” second,» iis 
adequately |= protected against conflicts of 


interest with the holding company. 
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The utility 'sebbigationse ito serve neces sariny 
require that thes@outi lity’ “undertake “mayor 
investment programs of capital expansion. Such 
programs. willhvrequitre #the utility’ to put funds 
into capital expansion despite the existence of 


higher rate of return from other investments. 


The Joint Undertakings provide Union Gas with 
adequate financial protection, because’ they 
ensure access to required capital, they guaran- 
tee sufficient independence of action regarding 
exiternabetinancing, access*to internal financ- 
ing on reasonable terms, an independent Board 
of Directors; andthat yoiemutiinty will not be 
responsible for the financing and debt of affi- 
liates, Accordingly, the Board should approve 
the present acquisition on the grounds that the 
undertakings provide adequate protection to the 


Ontario gas consumer. 


Due to “the “fact that “the opublic interest 
requires that the Ontario Energy Board closely 
examine the impact of a proposed acquisition 
upon #thematid i tyesttabilutyeto meet its obliga- 
Pion sto deserve “and Aits Pabflitye to “maintain 
itself in sound financial condition, the pre- 
approval review process pursuant to. Section 
26(2) of the Act should be extended to apply to 
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a holding company acquiring over 20 percent of 


agu Grhity 


Digemila PA@EC jected BDrewCi cehett 1sieproposal™ to 
introduce a formal set of rules for four reas- 
ons. First, rules currently exist and are be- 
ing followed. Second, even if rules are intro- 
duced a change of ownership should undergo gov- 
ernmental, review because the public will ex- 
Dues sses Onewsconcerns din) this,» regard. THUD Gee a 
review will be required to ensure there has 
been compliance with the rules. Fourth, each 
acquisition will be unique in nature and exten- 
uating circumstances will require the investors 
to seek waivers. The public interest is best 
protected by the regulators through a series of 
concerns) setyiout asicondiitions ) which must be 
fulfilled and, by determining compliance with 
such rules through a preliminary review conduc- 


ted on a case by case basis. 


Regarding the issue of diversification, 
Diwelialiv preferred@ithat tctw takew place® through 
the holding company rather than through the 
utr lr ty. However amueredidy novultdisapprove! oF 
uUtiLitye diversataication? per se* as" long as the 
non-utility activities are restricted-to subsi- 


didpresmrotsee licemubility @eand) (thet wtilityl fis 
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adequate] Uprotected against “non-arm's length 
transactions ‘and W cross-=subs iduzatioms of sanon- 


utility subsidiaries. 


Thee Ontaraogeenereyaeboarda possess the POWEF @Lo 
indirectly examine dividend policy through an 
investigation and approval of the utility's 
financials tintvegr ity% Therefore, it should not 
attempt to directly control the dividend policy 
ofivay utility because this®responsibibity is the 


particular concern of management. 
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Mr. W. Darcy McKeough 


Mim rMckeourh =! the? Chairman, of” ?Union» Gas ‘jand 
Union Enterprises appeared on behalf of Union 
Gas. Héweves ti fred tron Sithes «fol'lowines emattéenss 
the entrenchment of management, the reorganiza- 
“iene Ot Mond One Enterprises, \ tthe *utail il tyéseeduty 
tom serve, Section ™2ePC2) and the advisability 
of additional regulation, the undertakings, the 
common share float and the acquisition of Burns 


Foods. 


Mr. McKeough testified that management ineffi- 
clency is not’ entrenched by the absence of a 
takeover: treaty In fact the takeover process 
had a short term negative impact on senior man- 
agement morale. Management efficiency is en- 
couraged by the vigilance and interest expres- 
sed ibys Mboth Mitherrutiliitytse board eof; directors 


and the regulating authority. 


Section 26(2) is intended to provide a mechan- 
ism for the review of concentration of owner- 
SIMEDMW LUNI An Casa tlidd tye. ASmsich .iwhen \this 
COnNCLOL Fe Tesutitsmeindirectiv > through way hobkding 
CoOnpatyvar ice trenarnssewithin ithefespi nit. ofyithes 
provision. Accordingly, the Ontario Energy 
Board should review an acquisition of indirect 


control “to determine’ whether it’) "Ps in fact in 
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the, public# winterest. Because Section 26(2) 
governs .~holding fcompanies , only eins spirig. ai 
Should be extended and made to apply as far up 


the corporate chain as is necessary. 


Owne rsh ps sof seas Dill GeslGialainiy. sLpoSeSs ia ius t 
obligation on the directors and.a duty to serve 
upon the management. The utility must be pre- 
pared to undertake capital expansion under 
which the pay-back period is uncertain or de- 
fetrede Accordingly, the strength and initia- 
tive of ‘the parent to undertake such capital 
expansion should be a matter of concern within 
the context of a pre-acquisition review, and 
provides the reason for examining the  back- 
ground and credentials of those acquiring con- 


trolj.of sa cutibity, 


Union Gas will require future capital expendi- 
tures to maintain and expand the present stor- 
age, transportation and distribution system. 
Anan eStimatedaystotal’ »betweensy $78,000,000) to 
$179,000,000 will. be required over the next 
five years. The expenditures are essential to 
Union Gas' ability to service its franchised 


aréa. 


Dues tb0uethe asize pot, thesicanitaly expenditures 
Union Gas must have the ability to raise large 
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sumsTeof “tapital. [Ca eabavriy, to do ~ so will 
depend upon the market's perception of the 
strength "and=stabprrty Sof ‘Union “Gas and of its 
parent Union Enterprises. Thererore, the Pin- 
anehaleesereny th yor Uniecorp: Ws’ “of ‘importance in 
determining the market's perception of Union 
Gas' financial stabivmty= fortwo reasons. 
Fister TiewUnicorps encounters ditificulties in 
meeting its preference share dividend require- 
Nelts malts May. Gesort- to "additional debt financ- 
ing. Second, if Unicorp finances by increasing 
Chemie verageseindeerksk associated with the de- 
bentures and preferred shares of Union Gas then 
the utility's capital expenditure programs may 
not be undertaken. However, the joint under- 


takings adequately address these concerns. 


The undertakings are binding and enforceable by 
the regulators or by the government through 
retroactive” Jegislation. The Ontario’ Energy 
Board may wish to enumerate the undertakings 
inCGOrawset POrMpoliciess but should’ not enshrine 
them in the form of legislation or regulations 
because’ *rules are’ inflexible. -‘Also, rules will 
require exceptions *which®will ulitimately result 
in uncertainty, because legislation invites 


courtroom litigation. 
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In particular the Ontario Energy Board should 
not enact rules’ governing dividend policy 
because it already possess the power to regu- 
late/ethe ubility!ssdividend payout policy in- 
dinectiy. In fact, the undertaking placing a 
three year restriction on the payment of divi- 
dends has had a "dampening" effect in the mar- 
ket. Likewise, the Ontario Energy Board should 
hot (pass) ay rulesigoverning the “issuance of “se- 
curities because such regulation interferes 
with management discretion and may restrict the 
utility's access to "windows" in the market for 


borrowing. 


A large concentration of Union Gas shareholders 
reside within the franchise area. The majority 
of such small shareholders would prefer the 
utility to remain widely held as opposed to 
being: sconcentrated) injsthewghands: ‘of a “single 


Owner. 


However, a common equity float is desirable for 
a, utility here two sreasons* First, it ensures 
public participation in the utility's owner- 
ship. "Second yawt pfactlatatess phem0ER "Ss "deter- 
mination of rate of return because it presents 
the Board with evidence’ of the price at. which 
tlie’ stock “is** trading. MrsMcKeough *isald) > that 


this is a long-term goal for Union Gas. 
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Regarding the matter of diversification 
Mr. McKeough indicated that the purpose of re- 
organizing Union Gas was to separate the FR eh ae 
ity operations from the non-utility assets LOT 
the purpose of simplifying utility regulation 
and to facilitate expansion into non-regulated 
areas. Also, yUnuonl Enterprises) icould shelter 
taxable expenses which would not have been al- 
lowedsiby) thieestoamd: las ipartisofi the rate base of 
Union Gas. Nevertheless, Mr. McKeough main- 
tained that a utility must be permitted to ex- 
pand, into non-utility activitiessof a resiric- 
ted financial nature. Such additional sources 
of income would benefit the utility's custom- 
ense sue) tonvwtheir, Limited, nature such activi- 
Clesewouldamotmicomplicate they pegulatory treat- 


Men tm tate mbeil Lt yn 


Burns Foods was purchased by Union Enterprises 
because it is a low-risk investment with a high 
positive cash flow which will enhance Cea bs le 
ity of Union Enterprises to attract capital on 
favolraplewsterms, lt is. also hoped that 1t 
Wien nMeGhesetuture rs Tesilt:-in, an. infusion, ot 
common equity capital through the conversion of 
the preferred stock. Further, the shareholders 
of Burns Foods agreed to accept preferred 
shares rather than cash as consideration for 


the sale. 
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This facquisttionyedoes , notiimfunduliv sconcentrate 
thesfvotings ConunolimotmUntonsvEnterprises. The 
voting shares issued to Burns Foods represent 
le'ssivthan 20 percent)sofeithe total number of 
voting shares outstanding in Union Enterprises 
and therefore falls within the purview of Sec- 
CiG Me? GIE2) *Ometie Mote 


The Board of Directors of Union Enterprises had 
approved, *che efacqiiisit tone abutimMr. Sey ton e.and 
Mr. Dunford, who were absent, subsequently dis- 


sented. 
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Mr. R. Martin 


Mr. Martin, the President and Chief Executive 
Officer of The Consumers' Gas Company appeared 
on behalf of Consumers Gas and testified on the 
following Phase II issues: bhesipubic inter- 
est, the holding company structure, the under- 
Cakingssandsiiinanetal) integritydeof a utility, 
tne desarabiMityoomtaddptvonal® formal rules and 


the common share float. 


Mr. Martin accepted the existence of Section 
26(2) as a fact but) was concerned about any 
restnrietions upon *ithe: free’ transfer of the 
Shanesspofane ther ea lmindi ty) orsJofWAts parent. 
The public interest is best protected by provi- 
sponses votinericthahoathosel) found in/Section 26 of 
they OBB JAcit?. Such provisions include those 
found in the Securities Act, the Combines 
InvesUivat vonmeACt «sand “the scomnon? Maw: Compe - 
CUuGrVOnm LOmmeothetmeSuppLlerss Of ecnerey also. acts 
asfayjcontroljon thesut iclevty. 


The ownership of the utility's shares does not 
cl$ect Habsecobl teationn ito bservier This obliga- 
tion is implied from its franchise, and if its 
owneryifauhssitoiefudfiall ethel)iutifity"s obliga- 
tions and duties the franchise may be reviewed 


and/or revoked. Further, the experience of the 
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Consumers' Gas company has indicated that a 
utility “cate ibenerie “trom tne presences sir ae 
strong parent “company “suchas Hiram Walker. 
Specifically, the strength of the Present was 
Strengthened the financial integrity of Con- 
sumers Gas by improving its debt and preferred 
sha rerpraving se In addition, because the cost 
of capital is directly related to Consumers’ 
Gas rates.ownership by a _ holding company has 


not caused utilitysratestto-incrneases 


Provided the financial integrity of the Uta arte 
is) protected »ediversification twithine-a UCL by 
should not be restricted. Management must be 
permitted to maximize the efficient utilization 
of assets because utilities within Ontario are 
entering a mature cycle of market saturation. 
Continued growth is essential for the purposes 
of attracting managerial talent and maximizing 


Diaotitse 


The. undertakings need not be enshrined into 
rules of law for the following reasons. First, 
such undertakings are taken very Sseériously by 
the? regulated stindustry: Second, the OEB ex- 
pressly reviews and rules upon matters relating 
Cova; Utilityis tinanclaledintegnityiasea regular 


part of sthelaraté hearing process - PUD CHET ea 
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rule governing the issuance of securities will 
impair the company's ability to finances =Lts 
capital requirements in the most flexible man- 
ner. Delay resulting from a pre-approval would 
restrict the utility's access to market "“win- 


dows"'. 


The public float was created pursuant to an 
undertaking given at the time Consumers! Gas 
purchased Hiram Walker. As part of the float 
conmomeshanes were issued .at a cost of $14.00 
per share plus one warrant. sae OL emAD Iai lie leo, 
1985, that value has substantially appreciated 
to a total share and warrant value of S000: 


Mr. Martin favoured the existence of a common 
float because it provides three major bene- 
fits. First, it is an additional source of 
common equity to finance capital expansion. 
Second, because it is an additional finance 
avenue it provides greater flexibility.) lJhirds, 
it provides a proxy to the OEB Pom marke tet fi 
ciency. In addition, the common float renders 
management responsible to minority shareholders 
and thereby provides encouragement to increase 


DEO RUGS. 
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Mr. R. Graham 


Mr. Graham the, President’ and “Ghref ,Executive 
Officer of Inter-City Gas, testified on Phase 
Distnatterss He addressed, = ther erollowing (is- 
suesauathe extensloneof gsectonee2o (2) Maa lhaeetile 


enforceability of undertakings. 


He believed that Section 26(2) was enacted for 
practicale(polutrea le redsonssaldest iid UsaltealommoU 
required in practice. This section was intend- 
ed to cover a concentration of ownership within 
the industry rather than a concentration of 
ownership within a particular utility. There- 
fore, he recommended that Section 26 (2) be 
revised to clearly deal with cross-ownership 
between utilities. Under this proposal, a pre- 
acquisition approval of the Board would be re- 
quired only where a gas utility purchases over 
20 percent of the voting shares of another gas 
utility. Similar transactions as between hold- 
.ing companies should also be covered through 
the mechanism of a "reviewable transaction pro- 
V USMOtn ® Powers of this Maturessshould be vac] 
companied by appropriate remedies applicable to 
both ealtilitiesmeandieto thet patents one rand. 


parents. 


The undertakings are enforceable and binding. 


However, a provision should be added to the OEB 
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Act which would enable the Supreme Court of 
Ontario to direct compliance with an_under- 
taking under penalty of a contempt citation for 
any refusal to comply. Also, undertakings giv- 
en by a holding company should be made binding 


on any and all successor corporations. 
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Mr. H. Andrews 


Mr. Andrews the Vice-President of Finance and 
Regulatory Affairs of Northern Central Gas tes- 
tified on behalf of the utility. He addressed 
the following. . issues: the holding company 
SEEUCLULES reorganization, Give financial 
Strength of the parnentys undertakings, » andeeties: 


desirability of additional formal rules. 


Mr.. Andrews indicated that despite, Inter-Cityis 
takeover of Northern. and, Céentraly Gasm@the utiad-= 
ity continues to be operated independently, 
Operating decisions’ are made by the utabitys 
management who are also responsible for prepar- 
ing its operating Sands caprtvalmbudgeus, In ad- 
dition, the —.timinga ands ety opcemmoLest i nangung 
required by the utility haves \continued (to =be 
determined by the Vice-President of Finance of 


Northern and Central Gas. 


Northern, and Central, is\cutnently ,undergoingga 
reorganization the purpose of which is to per- 
mit) the utuhity. top operate /onea, gistand Sloney 
basis. This US. ja). positive sitep. Lon) itwoypred= 
SONS = Ji este ut. will Lb tala a emeae. sre OU lately, 
DEOCeSS Vanteerserond., lt wilimeacs 1s Ca Ciess Gili Uy 
Livy future “financing by ,eesGcablisning efor oan 


independent credit ratings 
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The financial position of a parent company does 
not @ffectiothe) credit srating,.of the utility or 


its ability to raise independent financing. 


However, a strong parent with a credit rating 
Superior toiithat of the utility may advantage 
the utility by assisting it to raise capital on 
a more favourable basis. The parent may also 
provide financing to the utility on a back-to- 
back basis. POSS basi tleswesuchs vas ethese » pro- 


vide for greater flexibility in raising capital. 


Undertakings are not necessary to protect the 
pubiliicedinverestegwhich, is concerned with the 
utility's ability to provide reliable service 
at reasonable rates. A prudent owner with a 
substantial investment will not behave in a 
manner which will impair his investment in the 
tie tye If an owner acts in a _ non-prudent 
manner, contrary to the behaviour prescribed by 
the undertakings then the OEB can punish this 
behaviour by rewarding a reduced return on rate 


base. 


Rules and regulations of the nature advocated 
by Dr.*Cicchetti are not necessary. Such mat- 
ters are best left to on-going regulation and 


review in the context of rate hearings. Le 
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however, the OEB adopts an additional layer of 
regulation it should not adopt; the following 
rules. First, loans to affiliates should not 
require the pre-approval of the Board. Such 
matters may be examined during the rate hear- 
ings. Second, -the utility should be capable of 
expanding, without prior approval, into related 
activities which promote the sale of gas. 
Third: * the cost? ocfvacquiringmouher smallo uti. 
ities should be allowed in rate base. Fourth, 
costs of reorganization benefiting the utility 
should be included in the cost of service. 
Fifth, a public utility should not be prohibit- 
ed from making loans to its directors because 


this 1s accepted corporatespractice. 


A/66 


REPORT OF THE BOARD 


Dr. W. T. Cannon 


Dr. Cannon, an Associate Professor of Finance 
date Queen’ s SUniiversily* washidaliedd bys’ Ontario 
Energy Board Counsel to testify on issues re- 


laGing to Phase land II matters. 


Regarding diversification, he indicated that a 
"utility-centred corporate organization" should 
be permitted to employ its accumulated retained 
earnings to diversify into non-regulated acti- 
Vities yprovided**the-*regulatorsitimpose limits 
upon dividend payments and the return on capi- 
tal to shareholders. Accordingly, regulators 
should be concerned with the manner in which 
uUtT ity” diversification’ ‘occurs Sand should in- 
pose Twhess*orecundertakinps: tol Jensure! that any 


Potential edetrine rc eo ethemutigdatye isominrmized ; 


Five advantages are derived from diversifica- 
Clon. PyRITsiy whenesd lversitmeation takes place 
in related activities market and operating ef- 
ficieneres \tresulity Second, beneficial syner- 
g1es may ‘result “from “a spreading of overhead 
expenses. Third, a diversified company may 
more readily avctract talented management. 
Fourth; “nearcould?’!reducée the stcost *of > ‘common- 
equity. Capital” *tou*the-Wutrentym by providing 
Progitaple outlerveior ‘excessGtgapital. Fifth, 
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it may promote greater cyclical or seasonal 
stability in earnings and may thus provide im- 
proved access to sources of financing on more 
favourable terms than would otherwise be avail- 


ables b£oaa, puserutiLuty,: 


The. major, disadvantage of .diversificationggis 
thatisit. spmovides sdwitceaterm  Opponctun) tyasuiom 
"milking" the utility through non-arms length 
transactions yandsse financial arrangements with 
non-regulated affiliates. Other disadvantages 
include: attracting management not suited to 
the long-term conservative operations of a 
utility, foregoing capital expansion required 
byw thet jut ty eingpfavoup sofmother high-risk 
hi ch=returnmactivaittessy and @tinally .idiversitie 
caition tendsSestomincrease mathew uLility s ainvest- 


ment! irisksrands 9 ts.;cost, of scapi tal: 


Several "drawbacks" also exist. Most prominent 
is the virtual elimination of conservative in- 


.vestment opportunities available to Canadian 


investorsgye partboulLanly..to,.Uwidows and “or- 
phans".. ~The demise of low-risk. investment op- 
portunities will ."effectively truncate this 


spectrum of opportunities, diminishing the 
breadth and diversity of the Canadian stock 
market and depriving ,many investors, not just 


widows and orphans, of those stocks exhibiting 
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Ciaracterlsttces “Llucally surceda to their partl- 
cular .risk preferences and income needs. Over 
time this can cause’ the Market to Tose some “of 
its political legitimacy and would negatively 


mipaet upon Canadiran ‘'pluralrstic capitalism". 


Dr. Cannon recommended that a utility be per- 
mitted to diversify through the holding company 
Structure “rather than’ through subsidiaries of 
the utility. However, existing investments in 
what would become prohibited areas should be 


Merandtathered'. 


Seven reasons favour diversification through 


the holding company structure: 


WY) income and expense flows amongst subsid- 
Taries will not be comingled™ and the util- 
fey Will’ Deweasrer to regulate, 

pry) greater’ financing “ETexrbi lity will result 
from dual accéss to capital; 

inl Jethe uurlity may be scrutinized by an’ inde- 
pendent vodrd Of G1rectors, 

iv) A seperate corporate identity will enhance 
managerial responsibility; 

v) identitication and monitoring of affiliat- 


ed transactions will be facilitated; 
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vi) financial difficulties experienced by an 
affiliate Maree eles cami tely eCom imbactesupon 
them utdsuit Vs sored tena ti noel el Mpa meiiss 
abiility,atosattractejcapital at ‘Teasonable 
terms; 

vii) common shares of a utility may become 
available and traded on the market (where 
the shares are not 100 percent owned by 


the holding company). 


Economic efficiency advantages derived from 
unfettered takeovers are reduced in an environ- 
ment of monopoly and regulation. This is main- 
lygsdUemeto jit womsa citss < First, management is not 
encouraged to, enhance efficiency, because’ cost 
Savings over the long term will benefit the 
customers, «Second sutidlity Sshanesprices doenot 
fully reflect management inefficiencies. ers 
Ontat oo thi ss scheo hye doCcmanOtmunaves practical 
application for the future because the three 


major utilities have already been taken over. 


Ingsthe wabsences (of jirules., or -undertakingse the 
strength or weakness of a parent company or 
grandparent company will negatively impact upon 
themcostmof acapi tal, top ithe Litye) &The?t nature 
of sthé paremt. it srt hisetonry examp]e6.8tlexpans fon- 
minded" or aggressive may jeopardize the util- 


Llty uswmaccess WoscentamneseomentsssoLechercapucal 
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chee 


market. The parent's attitude and intentions 
may also influence the effectiveness of regula- 
tion, and thereby impair the Util cy (S]saDLlity 
to iarltildesits¥obligationa;to,,.serve under the 


social contract. 


A weak parent may attempt to extract resources 
or other undue benefits from the utility and 
thereby diminish the Utila ty. Ss financial 
strength and credit-worthiness WiC ieee) eee Ge 
long run, will impact upon tiemucili.uys Sa cos lL 
of service. Possible detriments could include 
excessive dividend payments, intercorporate 
loans and/or guarantees of indebtedness, sale 
ofeetutiddty a assetseo fory, the benefit of the 
parent, and non arms-length purchases from the 


parent. 


Although it is financially fully extended, Uni- 
corp currently enjoys a strong financial posi- 
tion. Further, the Joint Undertakings current- 
ly aingiplacesswiil sufficiently protect the fin- 
ancial integrity of the utility. 


Because the nature, intentions and financial 
condition of the parent impact upon Siew Ute lee 
ity, there should be some "nublic input'’ into 
the arrangements which are to govern the sue 


ity and its controlling shareholder. This 
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publire’ inputs shouldyp take@thew form” of legis lae 
tion which establishes generally applicable 
rules .“°@-*Such*trul esttshouwl ditbe: ‘of fa’ “nature twhitch 
would required only exceptional intervention by 


the Ontario Energy Board. 


Rules would provide two advantages; equality of 
treatment, and certainty. Also the rules must 

be broadly drafted and administered in a flex- 
ible manner to ensure equitable treatment on a 


case by case basis. 


lf ar seuwmor- rules? visi pum pintoysplace sandmarie 
Board monitors compliance through the rate 
hearing processe then# a Wpre-evenuy shearing apro- 
cess will constitute an unnecessary impediment 
to "lec itimatess takeovers. HOWEVET , 8 a DOS b— 
event'"' hearing should be held to provide the 
Board! = with sanwvoppor CUn Tt ymicoy ser Lecte remedies 
where the new owner is found to be incapable or 


unwilling "Gorm" live “up tomcthe tyequirned rules. 


Dis Cannon recommended acceptance of Dr. 
Grechetti s sathilrated ™inveres tamuléesmandy pro- 
posed “that they *besiex tended@to sinc ludesthe ural 


lowing “six*'rules, 
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it4 


isa 


iv) 


v) 


vi) 


A/73 


The" utility should*® be” operated on a fully 
"Stand-alone basis" with a separate capi- 
tal structure and an independent board of 
directors. 

Rate base assets should not be sold with- 
Out sure appuovale Of the’* Ontario “Enercy 
Board. 

ThessOuby siould®*approve’ abl’ "share repur- 
Gllascomeand 7d Wimelssues: Of “ae new Classeor 
SerresmoLr acute on equicy . This provision 
Saoulamewextend co) the wtility”™s parent 
where the utility has guaranteed the in- 
debtedness or has a loan with or owns Sse- 
CuUblLULeo Ole )ts Darent OF Of “an@afti liate? 
The* OEB should have ‘the power to suspend 
dividend = payments where ) the? financial’ “in- 
LEGruny mOoneecaduLty base"or the utility is 
being threatened’ 

Utilities whether or not wholly owned by a 
Singtemparent, onould” be™ required “toe*pub-= 
Pism rand publrcly = circulate “their annual 
audited financial statements. 

AeeuCc? ety "shourd, berm srequired, to* have” ‘a 
MininunNe ot =20=spercent Of Voting™ control 
distributed within the Canadian investing 


DUD LEC, 


REPORT OF THE BOARD 


It was noted that the dividend veto rule should 
be used only in exceptional circumstances. iba 
is not intended to control the UCL TT ey s” divi 
dend payments or its payout ratios. Rater irc 
will enable regulators to regulate better the 
level and adequacy of the utility's equity cap- 
ital base in order to ensure that its financial 


integrity is not being threatened. 


Dr. Cannon listed ten benefits associated with 


having a 20 percent common float. 


1) The board of directors would be respons- 
ible to a wider ranger of shareholders. 

ii) Minority shareholders would have the Op= 
portunity and incentive to monitor. the 
activities of management and of the con- 
trolling shareholder and be in a better 
position to take corrective action. 

iii) (i) and (ii) would provide an additional 
Laver OL ypEoOtvectiony torepreterred  shanre- 
holders and unsecured bondholders. 

iv) It would establish a share price and per- 
formance "track record" for the UCT tht ye'ks 
Shares and a selling price for the shares 
whene: « thei®*controllinggyshareholder sells 


his interests. 
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v) Loe wOULUemMULOnOte mmlanavenilaa Chi rclrency 
through the implementation of incentive 
compensation programs which are directly 
Linked aetOasiNeawmacketis, “assessment of **the 
intlityise performance. i 

Vibeeltewouldmohtere theonueinal shareholders a 
choice between shares of a utility and 
those “oh the.;parent. 

Wid ele. wouldys broaden githe/\crange , of © security 
investment options available in the Cana- 
dian stock market. 

viii)It would result in public relations and 
public confidence benefits. 

ix) An independent market valuation would aid 
the regulators in assessing managerial 
ert chuencvasand the sutilitygiss risk return 
performance. 

x ) It would reduce the possibility of politi- 
cal pressures being brought to bear upon 
regulators? to* pive a Vow nate *of return Yor 


equity: 


However. Drees Gannon. ‘agreed-= with Mr: }O'Neill 
that the preferred ‘share inter-lock ‘between 
Union Gas, Union Enterprises and Union Shield 
Resources would preclude the implementation of 
aeetloat. Sinces tip speuse thet case; then thes OEB 
Shouldsatuvempe toerectity® the ¥Si tuation, ‘other- 
WisePlche = COSteeOohe equity’ capital’? toe 'Union Gas 


may increase. 
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Further, Dr. Cannon recommended that Unicorp's 
accumulated purchases of Union’ Enterprise's 
voting™ shares’ should be” Timited to 80 percent 
until the government has’ dealt with the OEB's 
report on Phase” II° matters’ or until the passage 
of two years. Also, the preferred share inter- 
lock should be grandfathered but under the con- 
dition that the parties undertake to re-design 
the arrangement so that (a) it is better se- 
cured within “Unrom Gas .*=-and" (bi) Tt does =not 
impair the ability of Union Gas to issue common 
equity “ons ts. “owns In conclusion, the Board 
Should recommend that the Lieutenant Governor 
in Council approve the transfer of Union Enter- 
prise S=shares to¥Uniconrp one the condition sti 
the rules proposed by Dr Crechetts and 


Dr. Cannon are enacted as legislation. 
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Mr. J. MacNaughton 


Mu acMacNaughtonyeda “Director “of ‘the’ investment 
Sic BUGS! Shi Aiaaited fe twasitretained’ by “Union 
Enterprises under instructions from the Ontario 
Securities “Commission: ‘for the purpose of ' pro- 
viding an independent valuation of the Burns 
Roodsmracquirs tt ion® fhe? sryssuewwhi ch ‘Burns’ °Ery 
was asked to resolve was whether Burns Foods 
Was @acquired, atta “fair price’. MrtMacNaughton 
appeared at this hearing and gave similar evi- 


dence. 


In determining whether the purchase price was 
fivancuallyrmerarreslo theveshanehiolders “of. Union 
Enterprises, Burns Fry valued both Burns Foods 


and theeconsideration paid) by*Union Enterprises. 


Six business methodologies were considered and 
three were retained as being applicable. The 
primary methodologies considered were: normal- 
ized earnings and projected/market value earn- 
ings. The discounted cash flow analysis was 
considered as a secondary or supporting method- 
ology. Based upon this review he concluded 
Cintemehes acuuisiolan for alle@orn thessshares, of 
Burnsi=Foods was Natsaiprice*whichis fair to the 
shareholders of Enterprises given the value of 


the consideration deliver by Enterprises. 
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The value of Burns Foods was determined on a 
consolidated and on an line by line basis. On 
the basis of the normalized earnings approach 
fOr tethersveannings!) wemesapasul «follows: L980, 
$11,300,000; 1981 $14,400,000; 1982 
$14,400,000; 1983 $14,000,000; 1984 $9,400,000 
and the expected earnings for 1985 are 
$10,400,000. An average for the period between 
1981 to. 1985 shows that normalized earnings 
were $12,500,000. Thus, on a normalized earn- 
ings approach Burns Foods is worth $172,000,000 
to $192,000,000. 


[tswasmnoted thats tif stactorsststichyias strikes, 
and a $13,500,000 pension fund Overpayment are 
not taken into account then the normalized 
earnings for the period between 1980 and 1984 
would be as follows :¥)1 98 0ne$is 002000) 9 1581 
$14,400,000; 1982 $9,600,000; 1983 $11,600,000 
and) 91. 984,737, 1100 000; Tf eS, 4005000 in 1984 
earnings were used, notwithstanding a 30 per- 
cent acquisition premium and a 10.9 percent to 
11.6 percent capitalization rate, then the nor- 
malized total value of Burns Foods would be in 
the range of $92,000,000 to $101,000,000. 


It was also indicated that because the normali- 


zation approach to earnings uses market 


capitalization multiples and applies them to 
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normalized earnings there is a double counting 
tendency in this valuation method. 
Mr. MacNaughton sacontended sthat. it as. appropri- 
ate to normalize earnings and to use market 
mule ples. He did -however note that there is 
some overlap in the market multiples used be- 
cause they attempt to reflect that Burns Foods 
hassisome Values that are not perfectly reflect- 
ed in its earnings statement. Further, he in- 
dicated that in,his opinion, the. range. of. values 
flowing from the projected earnings approach 
reflect the more appropriate value of the Burns 


Foods acquisition. 


Under the perspective earnings approach, com- 
parable the shares of Canadian food processing 
companies traded at approximately 10.9 to 11.6 
times their earnings. These capitalization 
factors produced a range of values that Burns 
Foods, would, haves traded in the .public,.market 
duGlngmtNeas | PSimedquarteTeoL mUScal. and. calendar 
1985 for $106,000,000 to $116,000,000 when a 
30 percent acquisition premium and $7,000,000 
in redundant assets are taken into account. 
Therefore, on the projected earnings approach 
LOUeLa a LUGEEOLe.HhIEnS a FOOds pwase sh 144,300,000) to 
$58..00.0..000. 
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The value of the consideration provided by 
Enterprises was determined to be 11.75 to 12.65 
Lor “Chet convertible securities = ands] 2°) 5s and 
lo72o fOr "the retractable “shares® Thus, the 
securities offered by Union Enterprises for 
Burns Foods were worth in the range between 
$117,500,000 and $130,300,000. 
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Dr. J. Baldwin 


Dr. Baldwin an Associate Professor of Economics 
at Queen's University was retained by Ontario 
Energy Board Counsel. He ‘addressed the follow- 
Ingeers sues: preSacquisitionP approval, the *so- 
Gualywmeonttiacty rulessyland)aefcompulsory®™ market 
Ploat. 


Drveebaldwing argued win ‘favounvot “alspre-acquisi - 
Glonmapprovalseon | the? basi sifofSrai “perceived need 
to Screen owners of the utility. The identity 
of the owner may be important for public policy 
reasons (concentration of the market, foreign 
ownership or extra-provincial ownership’ for 
example) as the owner may not be a suitable 
partner gin gbhey sdocladsqconttact. The Wiearing 
would not be mandatory and would apply only to 
transfersssof ~ownership of-jthe es parent company. 
Et ewouldianot $90 shackatojthe; owners of the hold- 
ing company. Hearings may have costs and may 
Gis CUMe md LID noOD hemom bir bie wrdGmrepnesenl& an 


important option for review. 


Thergnagnket forscorporate .controliis not neces- 
sarily more important in regulated industries. 
EDEL Ghency ae ls sealsoe ur econanced “by reason), oF 
erreceive regulation and competition BOL 


substitutes such as coal and oil. Therefore, 
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pre-acquisition approval is not necessarily an 
impediment to utility efficiency simply because 


it may inhibit some takeover bids. 


Historically in Canada, regulation is based 
upon "implicit agreements" between the industry 
andwithes regulator. US ExpMicYtmacreements set out 
in defined rules are inflexible and often cost- 
ly to maintain and enforce. Phe dene it Vasot 
the owner of the utility is important because 
of the mutual trust needed to maintain implicit 


agreements. 


Rules or explicit agreements are also import- 
ant. However, rules can not deal with all pos- 
sible problems, which may arise in regulation. 
The. *prominences'ofe rules “in Tthe United States 
has ‘O€Gurred YLorevhis toriemmeasons. SPEC1 hic 
rules will simplify takeovers, speed up any 
review of transfers of ownership which may be 


required and make the process more predictable. 


Dr. Baldwin supports affiliated interest rules 
which regulate the transfer of goods between 
afFibvates anditanancial transfers He is not 


in /favour of ~antiestablished ¥set* of rules on 
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dividendBepolicy because “thrswould be too re- 


Strtetulve. 


A®conmon’ float can’ reduce information costs to 
thé Sregulator=*regatding the “equity cost of cap- 
eae It may represent a more acceptable al- 
ternative to the regulator comparing the cost 
OM@mrecapneal "tom.otnen indus thiestturther afield 
OreecosstheMimposittione ofetrules restricting, the 
diversification of Yholding: companies because of 
the resulting difficulties ’in obtaining inform- 


a Wiro Ns 


A/83 ‘ 


REPORT OF THE BOARD 


Mr.o0T..Ra (Ghose 


Mr. Close expressed the concerns of the Chatham 
and District Chamber of Commerce regarding the 
acquisition of Union Gas by Unicorp. Specifi- 
cally, he enumerated the following concerns. 
The Chamber of Commerce was opposed to the con- 
centration of ownership in the hands of a sin- 
gle individual and would prefer to have a util- 
ity; which dsj \wide hy, +helds It was concerned 
about Unicorp's speculative reputation because 
the continued existence of Union Gas is essen- 
tial to the economic and social well being of 
the Chatham community. The Settlement Agree- 
ment and the Joint Undertakings were judged to 
be ineffectual in protecting the utility from 
problems relating to ownership and management. 
Mr. Close concluded by suggesting to the Board 
that it consider recommending the introduction 
of retroactive. legislationssrequimines .thateathe 
20 percent rule of Section 26(2), which he in- 
terpreted on an absolute restriction be strict- 


ly enforced. 
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Messrs. D and N. McGeachy 


Mr. D. McGeachy and Mr. N. McGeachy indicated 
that as minority shareholders representing the 
McGeachy Charitable Foundation they believed 
Chater they SiwererSttreated? unfairly, They said 
that while major institutions were able to ob- 
tain cash for their shares, individual share- 
holders were required to accept non-voting pre- 
ferrnedishares: Also, Unicorp's reputation as 
compared to that enjoyed by the management of 
Union Gas will cause a serious down-grading of 
the utility's investment rating which will re- 
Slut in aphignermcosteitor icapital. eeiheyr added 
that single ownership concentration within a 
UGEnELovemewine Chet eT CProccursendinectl yu on Pndi= 
rectly, is not advisable because it effectively 
prohibits the small investor from investing in 


CONSerValive. Low brisk’ enterprises. 


A/85 


REPORT OF THE BOARD 


— ee 


Mr. and Mrs. Nichol 


Mr. and Mrs. Nichol appeared as minority share- 
holders of Union Enterprises and testified on 
their own behalf. Generally, they opposed the 
Unicorp acquisition of Union Enterprises, for 
two reasons. First, the offer made to the mi- 
nority shareholders of Union Enterprises was 
financially inadequate and unfair. Second vara 
utility should not become part of a conglomer- 
ate because it is thus exposed to the risk of 
having its capital used to fund non-utility 


AGhivities), 
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Mr. and Mrs. LaBombarde 


Mr. and Mrs. LaBombarde appeared as minority 
shareholders of Union Enterprises and testified 
on their’ own behalf?" They opposed the Unicorp 
aqui SbuLone on s=seveta l= srounds.. Hire ee. =the 
Siees0 price -oftered foretie ~Unton® Enterprises 
Shares was ‘fimancially ‘unfair. AESO:, a “Uake- 
oversrotters. shold” have="been-~'made ‘for “all 
shares. Second, dividends to be paid _ should 
not have been frozen for a three year period. 
Thivra,= Unieorp'’s managertral “philosophy is not 
compatible with operating a utility. Fourtn, 
the 20 percent ownership rule in Section 26 (2) 
should be enforced as on absolute restriction 
on ownership. Freen, Union” Gas*tshould* not “be 
permitted Wo ediversity= into non=utility® activi - 


ties. 
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Mrat Tear Ac'Cline 


Mr. Cline represented the Regional Municipality 
of Haldimand-Norfolk and The Corporation) off the 
City of Chatham. He addressed issues relating 
COAMMSE Cid onge2 6) AG2)terandemine enforceability ‘of 


undertakings. 


Mrangc¢line sysubmittivedes tharaet hem ez) percenUsenu le 
under, Section 26(2) should be Strictly enforced 
as an absolute restriction upon ownership. In 
the alternative he argued that where an exemp - 
ChOnY Lis Wsough tasithsshouldy ibe provided by the 
Ontario Energy Board pursuant to a public hear- 
ing and not by the Lieutenant Governor in Coun- 
Cis As a further alternative Mr. Cline Sug 
gested that the Ministry of Energy be notified 
of a change in control pursuant to which the 
Minister would give 60 days notice and invite 


submissions from the public. 


He also expressed two concerns regarding the 
efficacy of the undertakings. First, he ques- 
tioned the diligence of the Lieutenant Governor 
ID COuITe da in enforcing the undertakings. 
Second, he believed the OEB was powerless to 


monitor them. 
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Mr. C. M. Tatham 


Mr. Tatham submitted representations on behalf 
din (themCountySofe0x ford: 


At a’ meeting held on March 1, 1985 the repre- 
sentatives from seven southwestern Ontario 
Municipal itiess passed a «resolution to the ef- 
fect that a single shareholder should not be 
altowedatos contro more thaniv0 .percent of the 
commontsshareése .of) Ga utility: This resolution 
was passed for the following reasons. First, a 
Peanchisemsiae prvi Lege\*oranteds to ,a utility 
by) the? customers**o0f (the municipality through 
LietiremebectedayrepuesciGatirvess Seconds ys the 
customers, through their.:representatives, should 
havemwat Saye iihethe, maces. charged) and «the per- 


centage of shares owned by a single shareholder. 
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Mr. A. Kimpe 


Mr. Kimpe appeared on his own behalf and indi- 
cated that as a landowner leasing storage to 
Union Gas he felt that he had not received just 
and fair compensation from the management of 


Union Gas. 


Mr. Kimpe concluded that the conduct of Union 
Gas management could only change and improve 
with Unicorp's help and that they should be 
given an opportunity to prove themselves in 
this regard. Accordingly, he submitted, the 
Board should recommend that the Unicorp acqui - 


Sition be approved. 
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Mr. S. Kawalec 


Mr. Kawalec represented the opinions of certain 


intermediate “and’ "small volume” andustrial ‘cus= 


tomers of Union Gas. Two concerns were expres- 
sed. Fiirsite=@the effect tor *the takeover Supon 
rates. Second, the manner in which utilities 


should be owned and operated. 


iMeenorains ecompany structure? tus edit hiculbUyto 
monitor and regulate. Undertakings can only 
expose further loopholes and additional legis- 
lative rules and regulations regarding holding 
companies are not economically practical. How- 
ever, additional rules and regulations regard- 
ing ownership and diversification should be 


imposed: Uponmeuheractivities of utilities. 


Regarding diversification, Mr. Kawalec indicat- 
edal thate (whtle sehis * claentsviwouldveprefer ithe 
WeMmliuyeeenoOt Sto Sdiversiiy, © particular lyae into 
meher, risk eenterprises, Sitivsuch diversifica- 
teoneedoes socclmmiu sioulmidoeso only wi thiathe 
permissionmoteithe*Board. (Further) swhererdiver- 
SuPicati oni meintore mon-=related™ enterprises) irias 
Gthenwrse Seoceurned Tsuch * rnteres tsomshould tbe 
sold. He noted that customer relations would 
improve if utilities were restricted to utility 


aCGCIMItTES. Hest said sithat: hiserchients Manly 
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want straightforward, down the centre gas ser- 
Vice. Surely, | this \iswitheworig inal sconcepumor 
monopoly gas utility ... how far we have stray- 
eau! 
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Mr. J. R. Connacher 


Mr. Connacher, the Chairman and Chief Executive 
Officer of Gordon Capital appeared pursuant to 
a subpoena. He addressed matters relating to 
Gordon Capital's role in the Unicorp takeover 


Gr Untiong Entenpr uses 


Mr. Connacher indicated that Mr. Mann and 
Mrsi Leech) solicited ~‘the’ services’ of Gordon 
Capitalssbe causes sityenjoysethe *féputation of a 
finmaded Bing Iuinislarge blocks of @stock. Ini- 
tially the company was instructed to _ purchase 
Shares in Union Enterprises and when Gordon 
Capital had succeeded in obtaining approximate- 
ly 200,000 shares, they were instructed to un- 


dertake a takeover bid. 


During the course of the takeover Gordon Capi- 
tal undertook to persuade shareholders of Union 
Entetpreses®+to! tender? their’ shares. Institu- 
tions, banks and trust companies were encour- 
aged to buy Union Enterprises' shares and to 
trade them in exchange for Unicorp preferred 
shares. The Unicorp preferred shares carried a 
Gate Poh iretirmeotia 2eipercentivas compared to a 
8,.0587toiw9 percent’ rate ‘ofi® return? available for 
others preferred *shareéso trading fonWthe market. 


Also, the preferred shares offered by Unicorp 
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in exchange for Union Enterprises common shares 
were, due to tax advantages, very attractive to 


institutional investors. 


Because they seem an attractive investment, ‘a 
substantial number of Unicorp preferred share 
are currently owned by a loosely related group 
of companies associated with the Hees Interna- 
tional Corporation. Representations were made 
to, ,institubiions feutsides thisregroup. However, 
these other corporations were not prepared to 
act. The Hees International group of companies 
are significant purchasers of preferred shares, 
averaging $400,000,000 to $500,000,000 annual- 
ly, and consequently were prepared to invest in 


Unicorp preferred shares. 


Gordon Capital was successful in obtaining an 
averages prices of » $12450%5 ingicashfPtor the shares 
tha tigi tdssolidsjongebehaliimotebiiws Pehients. The 
same price was available to individual share- 
holders, =.becauseysthes, closing (stack price for 
Union Enterprises: shares was above $12.00 for 
39 out of 48 trading days. However, 
Mr. Connacher agreed with Mr. Kierans that if 
all outstanding shares in Union Enterprises had 
been tendered -for, exampide,, ComsFebruary 1, 1985 
when the stock was trading at $12.50, there 


would be insufficient purchasing power in the 
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WAGKEL wecOpapurchase sal l «shares: gat that, price. 
Therefore, to the extent that a noninstitution- 
al shareholder dealt with a recognized broker- 
age firm who had knowledge of how the market 
BUNGELONS ne» WOuld have gbeen pentitled .to the 
Slo OmpELce, 
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Mr. T. Eyton 


Mr. Eyton, the ‘President’ and" *Chief Executive 
Officer ‘of ‘Brascan Limited’ also eappeared per- 
suant to a subpoena. He addressed the follow- 
ing issues: the sale of “Shares ain Union inter-— 
prises held by the Great» Lakes Group, “and” the 
reasons behind the decision to purchase Unicorp 


preferred shares. 


Mr. Eyton indicated that in 1980 Brascan pur- 
chased shares in Union Gas and_ subsequently 
transferred them to the Great Lakes Power group 
of companies. This investment constitutes Less 
than 10 percent of the total holdings of the 
Great Lakes Group and is thus only a portfolio 
investment. The presence in 1980 of Darcy 
McKeough as the newly appointed Chief Executive 
Officer induced Brascan to make this invest- 
ment. ACh nometi me wdid sbrascanmdes tte tO esin- 
crease its holdings in Union Enterprises beyond 


the 20 percent limit. 


The Great Lakes Group decided to dispose of its 
shares in Union Enterprises for the following 
péenéral reasons, First, the Great Lakes Group 
had informed the Union management of its desire 
to sel Dror wince pas tr euwomry Cation Second, the 


reorganization of Union Enterprises lacked 
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ManagcerlamopualentestOwesuccessfully diversify. 
Ihurdsy thesUnicorp (share .exchange offer satis- 
fied the Great Lakes, Group's criteria of plac- 
ing the Union. Enterprises shares with investors 
Obs the iraichOlGe sand. of, involvement, witha srne- 


Spons ible ws roup. 


The decision to exchange the shares held by the 
Great Lakes Group was made for the following 


Speci ples teasons.: 


im) the Unicorp shares provided greater down- 
side protection as compared against the 
uninflateds,.market,y.value,,of , the Union 
EDLe pig ce se silare Si. 

it sUnicorp, Ss emanagement .had aw proven. track 
record and had displayed a commitment 
which was backed by a substantial invest- 
ment ; 

Dit jeUnicorp. shares offered. greater, security of 
dividend and capital because Unicorp has a 
superior long term financial commitment to 
maintain the Union’ Enterprises common 
share dividend; 

iv). Unicorp preferred shares offered a superi- 
Ouedividend yield to maturity in relation 
towvotners comparable securities, | hadye.an 
added. righty ote Getraction-ofsthe princdipal 


aitys CN CHa Veal Si 
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v) Che"=wallantsseotreredmarerisk ‘free sequiuy 
feature’ to participate in’ Unicorp's growth; 
vi)” the "fixed *rate™ dividend **availablesaron 
Unicorp shares provided an opportunity to 
match “wtsasset'*-"ljabrtity “attributes sat 


an attractive spread. 


Since the shares are non-voting they do not 
provide the Great Lakes Group with any in- 
PLUeENGe Over sUNLGOoTe summa t Carrs. In addition, 
there» does" not exist a collateral agreement Or 
understanding with Unicorp regarding the 
Unicorp shares, and the Great Lakes Group never 
had an option to acquire Canada Trust shares or 


any other Unicorp investment positions. 
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Mr. J. Cockwell 


Mr. Cockwell, the Executive Vice President and 
Giiel seopernaeing se Ofticerapot @Brascan Limited, 
also appeared pursuant to a subpoena. He ad- 
dressed the following matters: the Edper/ 
Brascan Group holdings of Unicorp. preferred 
shares, and the preferred share interlock be- 
tween Union Shield Resources, Union Enterprises 


and Union Gas. 


Mr. Cockwell described transactions for Unicorp 
preferred shares entered into by the Edper/ 
Brascan Group of companies. Abipesiuch giransace 
tions were undertaken by these companies in the 
normal course of business and were based exclu- 
sively on the individual investment needs of 
each company. Due regard was also given to the 
investment and -tax merits afforded by the 
Unicotp MSecunmit ies. Because Unicorp enjoys an 
established track record, it can obtain financ- 
ing, and therefore its preferred shares cannot 
be described as :''"junk bonds". Fugther 21 athe 
Burns Foods purchase made additional blocks 


readily available to interested investors. 
The Edper/Brascan Group possess special exper- 


tise in the preferred shares market, and this 


expertise has been transmitted to this group of 
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companies. Nonetheless, investments within the 
Edper/Brascan Group are made on a strictly in- 
dividuals basips= However, Gordon Capital who 
acts on behalf of the individual companies is 


familiar with the investment needs of the group. 


Mr. Cockwell believed that the preferred share 
interlock should have been set up by borrowing 
in the utility the Pg a amount Of 
Sao 000.0008 This would have restored _ the 
utility's full equity base and would have left 
thermoney sine LhesUtMlLey of Otel USmUSc ne la Dog 
action of this nature would create a "ring 
fence"! around the utility because the only 1e- 
course of the lending bank would be to the pre- 
ferred share income. In this way the only ob- 
ligation (of the suti lity. wouldmepcm tos pay satne 
interest on the loan which could presumably be 
covered from its preferred share income. It 
was also suggested that if the parent had guar- 
anteed the loan to the utility the bank would 
have recourse to the parent. This would pro- 


Vide additional protection to, thesutiiity. 
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Mr. Paul Reichmann 


Mr. Reichmann, the Senior Executive Vice bres ue 
dent and director of Olympia §& York Development 
Limited filed an affidavit with the Board. He 
addressed the following matters: the role of 
Ontario 499977 and the decision to invest in 


Unicorp preferred shares. 


He explained that Ontario 4990977. invests jinn 
marketable securities as a nominee for Olympia 
€ York. This company currently holds approAxl- 
mately 2,000,000 preferred shares in Unicorn. 
The shares were purchased by Gordon Capital on 
the last day of the takeover bid at prices. up 
to $12.50 per share. 


This investment decision was based on the mer- 
its of the Unicorp securities and on tax rea- 
sons. Mr. Reichmann had no contact or dis Cus 
sions with the Edper/Brascan group of companies 
regarding this transaction. By reason of a 
prior holding of shares ims Royaleirustco Limit- 
ed, Olympia §& York also owns DH Shy Leh wence® 73! 
voting shares and 1,496,968 Class II preferred 
shares series one, in Trilon Financial Corpora- 
tion through a subsidiary of Olympia 4 York, 
namely, the Olympia §& York Holdings  Conpora= 


tion. Through an investment in England Olympia 
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G~Yorki-also Hassan inves tienGasinecenrest] ine lik 
zec Corporation Limited. Mr. Reichman does not 
consider the Olympia §& York group of companies 
to be connected to the Edper/Brascan group of 


companies as a result of these investments. 
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Appendix B. MAPS OF THE OPERATING AREAS OF 
THE THREE MAJOR NATURAL GAS 
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Bs Union Gas Limited 
oa The Consumers! Gas Company Ltd. 
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Appendix C. CORPORATE ORGANIZATION STRUCTURE 


Unicorp Canada Corporation 
Union Enterprises Ltd. 
Hiram-Walker Resources Ltd. 


Mom Clty “Gasacorporation 
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Hees International Corporation 
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UNICORP RESOURCES LTD. 
wholly owned subsidaries 
Shelter Hydrocarbons Inc. 
Killucan Resources Inc. 


Embassy Resources, Inc. 


UWICORP CANADA CORPORATION 


SUBSIDIARIES 
AND ASSOCIATED COMPANIES 


(PERCENTAGE VOTING INTEREST) 


UMICORP CAHADA CORPORATION 


wholly owned subsidiaries 


Unicorp Holdings (U.S.) Inc. 


(1) 


U.F.C. Holdings Inc. (2) 


Canadian Jamieson 
Developments Limited (3) 


D.S.R. Holdings Limited (4) 


UWICORP AMERICAN CORPORATION 
wholly owned subsidiaries 
IIT Missouri Corporation (8) 
IIT Realty Corporation (9) 

Di th Sandpiper Corporation (10) 
IIT Florida Corporation (11) 
Prudential Holding Corporation (12) 
Pleasure Island Corporation (13) 
Brightside Corporation (14) 
V.1. Properties Corporation (15) 


Turabo Estates, Inc. (16) 


3.4% (*) 


8.2% voting interest calculated on a fully diluted basis. 


See accompanying footnotes for a description of wholly owned 
Subsidiaries. 
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FINANCIAL CORPORATE 
SERVICES INVESTMENTS 


Brascan 
Holdings 
Corporaton 
Ue 
Brascan Bankeno Costain 
Limniec" Mines Lined” Lmied” 
48% G7% 48% 


Br Canadian 
Consumer Resources Other Pye 4 
Products inc" Operations Othce 
is Buiidings 
John Royal Westmmn Tnzec 
Labat Trustco Resources at ae pee Equides 
Limited” Limned’ Lined” Me Limited 
a7" Oe 63% bi 3% 100% 
Scott Astral 
Sacet Noranda Brascan Bellevue Central Park The Rouse 
Company’ ine" Brazil Pathe Lodges Company" 
259 y 46% 100°. inc’ 100% We 
2 2 


Wellington Cosexa 
Insurance Resources 
oy Lid" 
100% 64% 


* Public companies. 
** On a fully-diluted basis. 
*** Direct and indirect on a fully-diluted basis. 
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Appendix D. UNDERTAKINGS AND ORDERS IN 
‘COUNCIL 


When there has been a change in the ownership 
or control of one of the three major Ontario 
natural gas utilities, undertakings have been 
offered to the Lieutenant Governor with the 
purpose of assuring continued service to the 
utilty's customers. The text of these under- 
takings is given here together with the accom- 


panying Order in Council. 


1. Newco, relating to the takeover of 
Northern and Central Gas Corporation 


Tega ties aN UL S. Cables ala Tp b<)ien yee cms, Ws gore’) a. 3014 Dy 
2. Hiram Walker - Consumers Home Ltd., 
upon reorganization (April 21, 1981)..... D/11 


3. Inter-City Gas Corporation, etc., and 
Northern and Central Gas Corporation 
Peete Came (Oo) ATA SY eee Ow iklg iS Se) a ws feuin BS beanies Sues = D/19 


4. Union Gas Limited and Union 
Enterprises Ltd. on reorganization 
WU CemDe Tee AC MOL AL tie teal c cess sa cue us dup au > D7 


5. Unicorp Canada Corporation and 


Union Enterprises Ltd. following the 
icesll Siena VATE SEES HSS losartan een D733 
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UNDERTAKING OF NEWCO LTD. 


As provided for in Order-in-Council No. 2116/75, 
Newco Ltd. hereby undertakes to the Lieutenant Governor in 
Council of Ontario on its own behalf and on behalf of Norcen 
Energy Resources Limited ("Norcen"), a company to be formed 
by the amalgamation of Newco Ltd. and Canadian Industrial 
Gas & Oil Ltd. ("Cigol"), that so long as Norcen and its 
successors have a sufficient number of the outstanding voting 
shares of Northern and Central Gas Corporation Limited to 
enable the former to exercise corporate control over Northern 
and Central Gas Corporation Limited, and so long as the latter 
company, itself or through an affiliate or subsidiary, shall 
Carry on the business of distributing natural gas in Ontario, 
Norcen will, 


(i) review annually with the Minister of 
Energy, with such detail as he may 
reasonably require, the present and future 
gas supply position of Northern and 
Central Gas Corporation Limited; 


(ii) provide timely prior notification to the 
Lieutenant Governor in Council of any 
Gevelopment or occurrence (of which 
,Norcen has knowledge or information) 
following which:control of Norcen (and 
indirectly therefore control of Northern 
and Central Gas Corporation Limited) 
could be acquired by any person or 
corporation distributing natural gas in 
Ontario; 


(iii) Newco Ltd. will cause Norcen, upon its 
incorporation, to apply for and use its 
best efforts to obtain, and if granted to 
keep current, an exemption from the 
reguirement to obtain approval to issue 
equity capital] under the Alberta Gas 
Utilities Act similar to that now held 
by Cigol; 
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(iv) cause such portion of the earnings of 
Northern and Central Gas Corporation 
Limited to be retained as is appropriate 
for retention by a gas distribution 
utility, and to the extent that such 
retained earnings are not sufficient to 
Maintain the equity af Northern and Central 
Gas Corporation Limited at a level sufficient 
to enable Northern and Central Gas Cor- 
poration Limited to carry on its business 
of distributing gas in Ontario, Norcen 
will provide additional equity capital 
sufficient for that purpose, on terms at 
least as favourable as Northern and Central 
Gas Corporation Limited could have obtained 
itself directly from the market if the 
reorganization had not occurred; and, in 
the event an exemption is not obtained 
by Norcen from the Public Utilities Board 
of Alberta, in respect of the requirement, 
under the Alberta Gas Utilities Act, 
(mentioned in subclause (iii) for prior 
approval to issue capital, and Norcen is 
unable to obtain approval under that Act 
to supply such additional equity to Northern 
and Central Gas Corporation Limited, and is 
otherwise unable to supply such equity, 
Norcen agrees and undertakes to permit 
Northern and Central Gas Corporation Limited 
itself to raise equity from other sources 
including the issue of shares to the public, 
if required to carry on such business; 


(v) Norcen will repay in each of the calendar 
years 1980 to 1999 inclusive an amount 
equal to 5% of the original principal 
amount of the demand promissory note to be 
issued by it to Northern and Central Gas 
Corporation Limited pursuant to the provisions 
of the scheme of arrangement dated December 
ll, 1974 by Northern and Central Gas 
Corporation Limited pursuant to section 
193 of The Business Corporations Act, 
provided that all payments of principal of 
the said promissory note, whether made at 
the option of Norcen or as a result of a 
demand for payment by Northern and Central 
Gas Corporation Limited, will be applied in 
Satisfaction of the payments due hereunder 
as they fall due. 
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IN WITNESS WHEREOF Newco Ltd. has executed this 


undertaking under its corporate seal at Toronto, Ontario 


on the 15th day of August, 1975. 
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NEWCO LTD. 


per: Os Prvorty 
President 


O.C alseZ75 


Eee 1d 
Ontario 


Executive Council 


Copy of an Order-in-Council approved by Her 
Honour the Lieutenant Governor, dated the 30th day of 
July, A.D. 1975. 


The Committee of Council have had under 
consideration the report of the Honourable the Minister 
of Energy, wherein he states that, 

WHEREAS Newco Limited applied to the Ontario 
Energy Board for leave to be granted by the Lieutenant 
Governor in Council, pursuant to section 26(2) of The 
Ontario Energy Board Act, to enable Newco Limited to 
acquire aii of the outstanding voting shares of Nortnern 
and Central Gas Corporation Limited, and the Ontario 
Energy Board, after a hearing, in its Report and Opinion, 
recommending that such leave be granted, subject to the 
terms and conditions hereinafter mentioned in paragraph 4; 

AND WHEREAS, after consideration of the said 
Report and Opinion, the Minister of Energy initiated 
discussions with Newco Limited pursuent to which Newco 
Limited agreed, upon the leave applied for being granted, 
to give the serene undertakings hereinafter mentioned in 
paragraph B; | 

The Honourable the Minister of Energy recommends 
that, effective on and after July 31, 1975, leave be granted 
to Neweo Limited, pursuant to section 26(2) of The Onteri 


Energy Board Act, to ecquire all of the outstanding voting 
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shares of Northern and Central Gas Corporation Limited, 


A, As recommended by The Ontario Energy Board, 


Bubject to the following terms and conditions 

that the acquisition be, 

(a) carried out in accordance with the scheme 
of arrangement, dated December 11, 1974, 
pursuant to section 193 of The Business 
Corporation Act, for the purpose of 
carrying out the amalgamation agreement 
of the same date between Newco Ltd. and 
Canadian Industrial Gas & O11 Ltd. ("Cigol"), 
without any modification or alteration 
of either unless it shall have been 
consented to by the Lieutenant Governor 
in Council; and 

(b) made no later than December 31, 1975, or, 
if the amalgamation is not then completed, 
by such megar date as shall have been 
consented to by the Lieutenant Governor 
in Council; 

And upon Newco Ltd. ened aiee to the Lieutenant 

Governor in Council the undertakings set out 

below with an assurance satisfactory to the 

Lieutenant Governor in Council that such undertakings 

shall be performed by Newco Ltd., or Norcen 

Energy Resources Limited ("Norcen"), namely, 

(c) so. long as Norcen and its successors have 
a sufficient number of the outstanding 
voting shares of Northern and Central Gas 


Corporation Limited to enable the former 


bg Hy Nine 4 


to exercise corporate control over Northern 
and Central Gas Corporation Limited, and: so 
long as the latter Company, itself or 
through an affiliate. or subsidiary, shall 
carry on the business of distributing 
natural gas in Ontario, Norcen will, 


(4) review annually with the Minister 
of Energy, with such detail as he 
may reasonably require, the present 
and future gas supply position of 
Northern and Central Gas Corporation 
Limited; 


(11) provide timely prior notification 
to the Lieutenant Governor in 
“Council of any development or 
occurrence (of which Norcen has 
knowledge or pre ee esy following 
which control of Norcen (and indirectly 
therefore control of Northern and 
Central Ges Corporation Limited) 
could he acquired by any pereaon or 
corporation distributing natural 
gas in Ontario; 


(411) Newco Ltd. will cause Norcen, upon 
its incorporation, to apply for and 
use its best efforts to obtain, and 
if granted to keep current, an 
exemption from the requirement to 
obtain approval to issue equity 
capital under the Alberta Gas 
Utilities Act similar to that now 

“held by Cigol; 


(4v) cause such portion of the earnings of 
Northern and Central Gas Corporation 
Limited to be retzinede as is approriate 
for retention by a gas distribution 
utility, and to the extent that such 
retained earnings are not sufficient tc 
maintain the equity of Northern and 
Central Grs Corporation Limited at e 
level sufficient to enable Northern and 


on its business of distributing gas in 
Ontario, Norcen will provide additional 
equity capital sufficient for that 
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purpose, on terms at least as favourable 
as Northern and Central Gas Corporation 
Limited could have obtained itself 
directly from the market if the 
reorganization had not occurred; and, in 
the event an exemption is not obtained 
by Norcen from the Public Utilities 
Board of Alberta, in respect of the 
requirement, under the Alberta Gas 
Utilities Act, (mentioned in subclause 
(411) for prior approval to issue 
capital, and Norcen is unable to obtain 
approval under that Act to supply such 
additional equity to Northern and 
Central Ges Corporation Limited, and is 
otherwise unable to supply such equity, 
Norcen agrees and undertakes to permit 
Northern and Central Gas Corporation 
Limited itself to raise equity from 
other sources including the issue of 
shares to the public, if required to 
carry on such business; 


(v) Norcen will repay in each of the calendar 
years 1980 to 1999 inclusive an amount 
equal to 5% of the original principal 
amount of the demand promissory note to 
be issued by it to Northern and Central 
Gas Corporation Limited pursuant to the 
provisions of the said scheme of 
arrangement, provided that all payments 
of principal of the said promissory note, 
whether made at the option of Norcen or 
as a result of a demand for payment by 
Northern and Central Gas Corporation 
Limited, will be applied in satisfaction 
of the payments due hereunder as they 
fall due. 


The Committee of Council concur in the 
recommendation of the Honourable the Minister of Energy 


and advise that the same be acted on. 
CErvGlmacu, 


OC Mu 


Acting Clerk, Executive Council. 
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HIRAM WALKER RESOURCES LTD. 


TO: THE LIEUTENANT GOVERNOR IN COUNCIL FOR THE 
PROVINCE OF ONTARIO 


WHEREAS Hiram Walker-Consumers Home Ltd. (the 
“Corporation") has proposed to its shareholders a reorgani- 
zation whereby a holding company will be established which 
will own shares of subsidiary companies carrying on the 
utility business, the distilled spirits business and the 


Oil and gas exploration business; and 


WHEREAS the said reorganization will be 
accomplished by an arrangement pursuant to The Business 
Corporations Act whereby shareholders of the Corporation 
(with the exception of the holders of the Group 1 
Preference Shares) will by automatic share exchange receive 
substantially identical shares of Hiram Walker Resources 


Ltd. ("HWR"), which is presently a subsidiary of the 
Corporation, and HWR will become the owner of all of the 


issued shares of the Corporation except the said Group 1 


Preference Shares; and 


WHEREAS it is a condition of the reorganization 
that the Lieutenant Governor in Council shall have given 
its permission to the above-mentioned exchange of shares 


pursuant to or exempted the parties from compliance with 
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the provisions of The Ontario Energy Board Act (the "Act") 
without imposing any term or condition which in the opinion 
of the directors of the Corporation, would be unduly 
detrimental to the interest of the Corporation or its 


shareholders; and 


WHEREAS in order to induce the Lieutenant 
Governor in Council to so grant its permission or exempt 
the parties from compliance with the Act, HWR has agreed 
to give certain undertakings to the Lieutenant 
Governor in Council. 

NOW THEREFORE HWR hereby undertakes that so long 
as HWR and its successors have a sufficient number of the 
outstanding voting shares of the. Corporation to exercise - 
control over the Corporation, and so long as the Corporation, 
itself or through an affiliate or subsidiary, shall carry on 


the business of distributing natural gas in Ontario, HWR will 


(a) previat timely notification to the Lieutenant 
Governor in Council of any development or 
occurrence (of which HWR has knowledge) which 
could reasonably result in the acquisition by 
any person of such number of any class of 
shares of HWR which, together with shares_ 
already held by such person or by such person 


and an associate or associates of such person 
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(b) 


(c) 


will in the aggregate exceed 20 per cent 
of the shares outstanding of that class 
(other than a mortgage or charge to secure 
a loan or indebtedness or to secure any 
bond, debenture or other evidence of 
indebtedness), the words "person" and 
"associate" to have the meaning prescribed 


by The Ontario Energy Board Act; 


cause to be provided to the Corporation an 
additional $189 million of equity through 
the subscription of HWR or a third party 
Or third parties for additional common 
shares of the Corporation, such additional 
equity to be provided to the Corporation 


prior to September 30, 1981; 


cause to be retained in the Corporation such 
portion of the earnings of the Corporation as 
may be appropriate from time to time for 
retention by a gas distribution utility, and 

to the extent that, at any time, such retained 
earnings are not sufficient to maintain the 
equity of the Corporation at a level appropriate 
for a gas distribution utility company to 


provide, within a reasonable length of time, 
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additional equity capital sufficient for that 
purpose, either directly or from other sources, 
including the issue of shares to the public, | 
provided that a reasonable rate of return on 
equity capital be allowed. For the purposes 

of this undertaking, HWR shall be bound by a 
determination of the Ontario Energy Board 

(the "Board") of an appropriate level of equity 
capital up to the level which the Board found 
to be appropriate for the purposes of the 
Corporation's rate hearing held in the fall of 
1980, as set forth in the Board's reasons for 


decision dated January 30, 1981; 


(ad) cause the board of directors of the Corporation 
to be comprised of a majority of directors who 
are independent of HWR and are representative 
of the communities in which the utility business 
is carried on provided that the term "represen- 
tative" as used herein shall not be confined to 
persons who are elected or appointed officials 


of local government or agencies thereof; and 


(e) not permit or direct the Corporation to borrow 


for or guarantee the obligations of HWR or 
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other subsidiaries of HWR. 


DATED this 2lst day of April, 1981. 


HIRAM WALKER RESOURCES LTD. 


by: 


ee ees. 


President and Chief 
Executive Officer 


D/15 


Order in Council 


Ontario 
‘Executive Council 


On the recommendation of the undersigned, the Lieutenant Governor, by and with the advice and 
concurrence of the Executive Council, orders that 


the appended Regulation be made under the Ontario Energy Board 


Act. 


| ne eles 
ai) / f ie i 
Recommended 2 brow ber he 


Minister of Energy 


Approved and Ordered _ May 14, 1981 
Date Lisiesertah t Governor 
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REGULATION TO AMEND 
REGULATION 626 OF REVISED REGULATIONS OF ONTARIO, 1970 
MADE UNDER THE 
ONTARIO ENERGY BOARD ACT 


1. Regulation 626 of Revised Regulations of Ontario, 


1970 is amended by adding thereto the following section: 


IO iibems Walker “Resotirces Ltd. 1s exempted 
from the operation of or compliance with 
SUDSeCEIONS Ul 2 je On the Ack (in respect 
of the acquisition by way of share 
exchange of all of the outstanding 7-1/2 
per cent voting preference shares, 9 per 
cent convertible preference shares and 
common shares of Hiram Walker-Consumers 
Home Ltd. pursuant to an arrangement 
made under the provisions of the 
Business Corporations Act between Hiram 
Walker-Consumers Home Ltd. and its 
shareholders dated the fifteenth day of 
December, 1980. 
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UNDERTAKINGS 


TO: THE LIEUTENANT GOVERNOR IN COUNCIL OF 


THE PROVINCE OF ONTARIO 


WHEREAS Inter-City Gas Corporation, ICG Resources Ltd. and 
Vigas Propane Ltd. (herein together referred to as "Inter-City") 
by an agreement dated October 30, 1984 have agreed to SP CRE 
Norcen Energy Resources Limited ("Norcen") has agreed to sell 
all of the common shares of Northern and Central Gas Corporation 


Limited ("Northern"); 


AND WHEREAS, as part of the said transaction, Northern will 
transfer to Inter-City Gas Corporation an unsecured demand note 
issued by Norcen payable to Northern on which there is currently 
outstanding approximately $47 million, receiving in return an 
identical promissory note (the "Inter-City Note") issued by 


Inter-City Gas Corporation and payable to Northern; 


AND WHEREAS the said transaction cannot be concluded with- 
out first obtaining the leave of the Lieutenant Governor in 


CoOuncin Dumsuant to, ceClici Zool, tne.Ontario Energy Board Act; 


AND WHEREAS pursuant to the said Act, the Ontario Energy 
Board has, following a public hearing, submitted to the 
Lieutenant Governor in Council its report and opinion dated 


January 16, 1985; 
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AND WHEREAS the Board's opinion is that with the provision 
of a bank guarantee of the Inter-City Note and certain under- 
takings by Inter-City, the transaction will meet the test of 


the public interest and would be recommended for approval: 


NOW THEREFORE with a view to persuading the Lieutenant 
Governor in Council to grant the leave necessary under 
Section 26 of the Ontario Energy Board Act to enable the said 
transaction to be concluded, the undersigned do hereby jointly 
and severally undertake and agree as follows, for so long as 
Inter-City and its successors have a sufficient number of the 
outstanding voting shares of Northern to enable Inter-City to 
exercise corporate control over Northern, and for so long as 
Northern, itself or through a corporation over which it 
exercises corporate control, shall carry on the business of 


aistributing natural gasmyneoncario: 


1. dInter-City and Northern will cause such portion 
of the current and future earnings of Northern 
to be retained in Northern as is from time to 
time appropriate for retention by a gas dis- 
tribution utility regulated by the Ontario Energy 
Board, and to the extent that such retained 
earnings are not sufficient to maitain the equity 
of Northern at a level from time to time deemed 
appropriate for Northern by the Ontario Energy 
Board, Inter-City will provide additional equity 
capital sufficient for that purpose, on terms at 
least as favourable as Northern could itself 
obtain directly from the market; and, in the 
event Inter-City is unable or unwilling to supply 
such equity, Inter-City agrees and undertakes to 
permit Northern itself to raise equity from other 
sources including the issuance of shares to the 
public. 
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Northern will not pay dividends, or redeem, 
purchase or otherwise reduce or affect the 
amount or level of shareholders' equity of 
Northern, except in accordance with a divi- 
dend or distribution policy consistent with 
applicable business corporations statutes, 
trust indentures and Ontario Energy Board 
findings as to appropriate levels of equity 
of Northern. 


Northern shall not borrow for, make loans or 
advances to, guarantee the obligations of or 
otherwise assume or become responsible for 
the obligations of Inter-City or any body 
directly or indirectly owned or controlled 
by Inter-City, without the prior consent of 
the Minister of Energy of Ontario. 


The undersigned shall give timely notice to 
the Lieutenant Governor in Council of any 
occurrence (including, without limitation, 
any known, proposed or intended sale, dis- 
position or transfer of shares of Northern 
or Inter-City) known to them which could 
result in any person acquiring such number 
of voting shares of Northern or Inter-City 
which, together with shares held by such 
person and by an associate or associates 

of such person, will in the aggregate exceed 
20% of the voting shares outstanding of 
Northern or Inter-City (using, for the pur- 
pose of this Undertaking, the definitions 
provided in the Ontario Energy Board Act). 


Mone, Ofmetne Costs Of Of incidental to the 
said transaction will be borne by Northern 
or included in the utility cost-of-service 
calculations of Northern or Inter-City Gas 
Corporation. | 


Northern's head office and main operating 
office shall be maintained in Ontario. 


Northern will maintain on its Board of 
Directors at least two residents of its 
franchise area who at the time of their 
election or appointment have no pecuniary 
interest in Inter-City consolidated and 
no business connection with Inter-City 
consolidated, Northern, or any other 
natural gas distribution or transmission 
company. 
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iely 


Inter-City and Northern shall make reason- 
able efforts to accomplish a restructuring 
of Northern such that there wil? result a 
corporation whose assets, liabilities and 
activities relate only to the regulated 
natural gas distribution business in 
Ontario. 


Inter-City will pay the principal on the 
Inter-City Note in instalments or yi, 072,000 
on December 31, 1988 and $4,148,000 on 
December 31 in each year 1989 to 1999 inclu- 
Sive, or on such accelerated basis as the 
parties thereto may agree upon. 


Inter-City shall, without expense to Northern, 
forthwith arrange a guarantee by a Canadian 
chartered bank of the Inter-City Note, the same 
to be maintained in force for so long as the 
Inter-City Note is held directly or indirectly 
by the corporation which operates the regulated 
natural gas distribution business in Ontario 
presently operated by Northern. 


IN WITNESS WHEREOF the undersigned have respectively 


Caused these presents to be executed this Lethe daveot 


198 Se 


INTER-CITY GAS CORPORATION 
i eed < 

Per aa 

ICGRRESOURGCES GuTD, 

Per AES 


VIGAS PROPANE LTD. 


oes aa 
Per SEES 


NORTHERN AND CENTRAL GAS 
CORPORATION LIMITED 


thew & 
Per OPE, ba Satie it 


FA Order in Council 


Ontario 
Executive Council 


On the recommendation of the undersigned, the Lieutenant Governor, by and with the advice and 
concurrence of the Executive Council, orders that 


WHEREAS Inter-City Gas Corporation, ICG Resources Ltd. and 
Vigas Propane Ltd. (herein together referred to as "Inter-City") 
by an agreement dated October 30, 1984 have agreed to buy and 
Norcen Energy Resources Limited ("Norcen") has agreed to sell 
all of the common shares of Northern and Central Gas Corporation 
Limited ("Northern") ; 


AND WHEREAS, as part of the said transaction, Northern will 
transfer to Inter-City Gas Corporation an unsecured demand note 
issued by Norcen payable to Northern on which there is currently 
outstanding approximately $47 million, receiving in return an 
identical promissory note (the "Inter-City Note") issued by 
Inter-City Gas Corporation and payable to Northern; 


AND WHEREAS, as part of the said transaction, Inter-City 
Gas Corporation will issue to Norcen as fully paid 110,000 First 
Preference Shares 8% Series A (the "Preference Shares") having a 
redemption value of $700 each, whereupon Norcen will own in 
excess of 20% of the voting First Preference Shares of Inter- 
City; 


AND WHEREAS the said transaction cannot be concluded without 
first obtaining the leave of the Lieutenant Governor in Council 
pursuant to Section 26 of the Ontario Energy Board Act; 


AND WHEREAS pursuant to the said Act, the Ontario Energy 
Board has, following a public hearing, submitted to the 
Lieutenant Governor in Council its report and opinion dated 
January 16, 1985; 


AND WHEREAS the Board's opinion is that with the provision 
of a bank guarantee of the Inter-City Note and certain under- 
takings by Inter-City, the transaction will meet the test of 
the public interest and would be recommended for approval; 


AND WHEREAS Inter-City and Northern have jointly and 
severally undertaken and agreed as follows, for so long as Inter- 
City and its successors have a sufficient number of the 
outstanding voting shares of Northern to enable Inter-City to 
exercise corporate control over Northern, and for so long as 
Northern, itself or through a corporation over which it exer- 
cises corporate control, shall carry on the business of 
distributing natural gas in Ontario: 
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Inter-City and Northern will cause such portion 
of the current and future earnings of Northern 
to be retained in Northern as is from time to 
time appropriate for retention by a gas dis- 
tribution utility regulated by the Ontario 
Energy Board, and to the extent that such 
retained earnings are not sufficient to maintain 
the equity of Northern at a level from time to 
time deemed appropriate for Northern by rie 
Ontario Energy Board, Inter-City will provide 
additional equity capital sufficient for that 
purpose, on terms at least as favourable as 
Northern could itself obtain directly from the 
market; and, in the event Inter-City is unable 
or unwilling to supply such equity, Inter-City 
agrees and undertakes to permit Northern itself 
to raise equity from other sources Ticlucing 
the issuance of shares to the public. 


Northern will not pay dividends, or redeem, 
purchase or otherwise reduce or atirectythe 
amount or level of shareholders' equity of 
Northern, except in accordance with a divi- 
dena or distribution policy consistent with 
applicable business corporations statutes, 
trust indentures and Ontario Energy Board 
findings as to appropriate levels of equity 
of Northern. 


Northern shall not borrow for, make loans or 
advances to, guarantee the obligations epg, (ee 
otherwise assume or become responsible for 
the obligations of Inter-City or any body 
directly or indirectly owned or controlled 
by Inter-City, without the Dror scOnsent OL 
the Minister of Energy of Ontario. 


The undersigned shall give timely notice to 
the Lieutenant Governor in Council of any 
occurrence (including, without limitation, 
any known, proposed or intended sale, dis- 
position or transfer of shares GiINGr Dern OL 
Inter-City) known to them which could result 
in any person acquiring such number of, voting 
shares of Northern or Inter-City which, 
together with shares held by such person and 
by an associate or associates of such person, 
will in the aggregate exceed 20% of the 
voting shares outstanding of Northern or 
Inter-City (using, for the purpose of this 
Undertaking, the definitions provided in the 
Ontario Energy Board Act). 
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Sue None ofstnescosts of or ancicental to the 
said transaction will be borne by Northern 
or included in the utility cost-of-service 
calculations of Northern or Inter-City Gas 
Corporation. 


6. Northern's head office and main operating 
office shall be maintained in Ontario. 


7. Northern will maintain on its Board of 
Directors at least two residents of its 
franchise area who at the time of their 
election or appointment have no pecuniary 
interest in Inter-City consolidated and no 
business connection with Inter-City con- 
solidated, Northern, or any other natural 
gas distribution or transmission company. 


8. Inter-City and Northern shall make reason- 
Bote ertorts to eccomplish a restructuring 
or Northern such that there will result a 
corporation whose assets, liabilities and 
activities relate only to the regulated 
natural gas drstributionvbusiness/an Ontario: 


on December 31, 1988 and $4,148,000 on 
December ss) an each year 1989 to 1999 anclu- 
save, Or on, stich waccelerated basis as the 
parties thereto may agree upon. 


PO.) Unter-city shall, without expense to Northern, 
‘forthwith arrange a guarantee by a Canadian 
Chartered bank of the Inter-City Note, the 
samesiioe be. Maumtained tim) foree for. so,long’as 

the Imter-City Note is held directly or 
pyidi i eet yn toyvectesedr perk mromewhechioperates 
ie tequleated natural gas cdistribution busi- 
ness in Ontario presently operated by Northern. 


NOW THEREFORE leave is hereby granted pursuant to 
Section 26°0r the Ontario Energy Board Act: 


ie Oo thesecouis; tion by inter-—City of all of the 
outstanding common shares of Northern; and 
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b)> "‘tomthesacquisitionmbys Norcen tof alm) of, the 
Preference Shares; 


both as contemplated by the said Agreement dated October 30, 
1984. 


Minister of Energy 


| 


ee C Leys rons Looe Di 


Approved and Ordered January 24, 1985 


Date me Governor 


| 


| 
| 
| 
| 
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To: The Honourable The Lieutenant Governor in Gouneil ; 
under the Ontario Energy Board Act, concerning the 
Reorganization of Union Gas Limited and 
creation of Union Enterprises Ltd. 


"eeUlirtes erete! bes poses Bt 
UN DER TAK ION Gos 
The Applicants in this Petition, Union Gas Limited and Union 


Enterprises Ltd., do hereby undertake: 


Lee Indebtedness, Guarantees, Etc. 

The Applicants undertake that Union Gas Limited, as constituted 
following the Reorganization, will not become responsible for the 
indebtedness for borrowed money of Union Enterprises Ltd., Union Shield 
Resources Ltd., or any other corporation which is an Vatfiliave. of Union 
Gas Limited (as defined in The Business Corporations Act, 1982 as from time 
to time amended or re-enacted), save for corporations which may be Ci) 
subsidiaries of Union Gas Limited and (ii) "distributors", "producers", 
"storage companies" or "transmitters" (all as defined in the Ontario Energy 
Board Act, as from time to time amended or re-enacted) or otherwise subject 
to regulation under the said Act, in each case without the prior consent of 
the Lieutenant Governor in Council or the Ontario Energy Board, as may be 


appropriate in the circumstances. 
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undertake 


tay 


Cidd 


(ESRD) 


Fquity of Union Gas Limited 
After giving effect to the Reorganization, the Applicants 


as follows: 


that the portion of the current and future earnings of Union Gas 
Limited as is appropriate to its regulated utility operations 


will be retained in Union Gas Limited; 


that Union Gas Limited will not pay dividends, or otherwise 
redeem, purchase, reduce or affect the amount or level of 
shareholders' equity of Union Gas Limited, except in accordance 
with a dividend or distribution policy consistent with applicable 
business corporations statutes and trust indentures and other 


borrowing instruments applicable to Union Gas Limited; and 


that the Applicants will make reasonable efforts to retain in 
Union Gas Limited a level or amount of shareholders'’ equity 
appropriate to the regulated utility operations of Union Gas 

im pede ar eee to being granted a competitive and appropriate 
rate of return on shareholders' equity and the components thereof 
consistent with the utility-capital requirements of Union Gas 


LAmiced , 


If the Shareholders' equity of Union Gas Limited should fall below the 


levels or 


amounts determined by reference to the undertakings given in this 
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Section 2, then Union Enterprises Ltd, will makes reasonanterveitorts to 
provide or cause to be provided to Union Gas Limited, directly or 
indirectly, additiona] shareholders’ equity to attain the levels or amounts 
required, subject in each case to prevailing capital market conditions and 
the ability of Union Enterprises Ltd. and/or Union Gas Limited to raise 


equity capital on a competitive and capital-market related basis. 


oie Change or Potential Change Of Control 


Given that, by reason of the Reorganization, the Applicant Union 
Enterprises Ltd. will not be subject to subsection 26(2) of the Ontario 
Energy Board Act, the Applicants herein undertake that the Applicants, and 
each of them, will give timely notice to the Lieutenant Governor in Council 
of any occurrence (including, without limitation, any known, proposed or 
intended sale, disposition or transfer of shares of Union Gas Limited or 
Union Enterprises Ltd.) known to them which would result in any person 
acquiring such number of shares of Union Gas Limited or Union Enterprises 
which, together with shares held by such person and by associate or 
associates of such person, will in the aggregate exceed 20% of the shares 
outstanding of that class of Union Gas Limited or Union Enterprises Ltd. 
(using, for the purpose of this Undertaking, the definitions provided in 


the Ontario Energy Board Act as from time to time amended or re-enacted). 


bg Costs of Reorganization 


The Applicants undertake that Union Gas Limited will not include 
any of the costs of the Reorganization in the utility cost-of-service 


caiculations, 
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oe Management Costs 


The Applicants undertake that the shared or ioint costs of 
Management, and other associated general admnistration and overhead costs, 
of Union Gas Limited, Union Enterprises Ltd., Union Shield Peeee cree Ltds 
and other corporations which directly or indirectly are part of the Union 


Group of corporations, will be allocated fairly among such corporations. 
MADE on December 14, 1984. 


UNION GAS LIMITED UNION ENTEPRISES LTD. 


eee ae 


Chairman, President and 
Chief Executive Officer 


cis By: Zé cre 
Treasu 


Vite-P ident Finance 
and Lorporate Development 
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Order in Council 


Ontario 
Executive Council 


On the recommendation of the undersigned, the Lieutenant Governor, by and with the advice and 


concurrence of the Executive Council, orders that 


the appended Regulation be made under the Ontario Energy Board 


BC t. 


oe 
pes 


/ e ; 
x 
Recommende -—————€encurred 
Chairman 


Minister of Energy 


Approved and Ordered December 29, 1984 tes : 
Date geen ae: Governor 
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ROQOC552/84 


REGULATION TO AMEND 
REGULATION 700 OF REVISED REGULATIONS OF ONTARIO, 1980 
MADE UNDER TRE 
ONTARIO ENERGY BOARD ACT 


1. Regulation 700 of Revised Regulations of Ontario, 19507 
as amended by section lof Ontanio Regulation: 330/01, Seculenss 
of Ontario Regulation 805/82 and section: 1 of Ontario 
Regulation 820/82, is further amended by adding thereto the 
following section: 


Sdi=(i) Unton Gas Limited as) exempted! rometne 

‘a Operation of or compliance with subsection 
2601) of the Act -imerespectason the 
amalgamation of Union Gas Limited and UNG 
(Subco) Limited pursuant to a scheme and 
plan of arrangement under the Business 
Corporations Act, 1982 between Union Gas 
bimited Univer Entverpricesmi tde. se Unwon 
~hield ResouncesoLUds wUNGmEUGoUbDCO)m lim weed 
and their respective shareholders. 


(2) Union Envenprisess it delseexemptedminomt 
Operation of or compliance with subsection 
2002) of the Acttintrespectwct ts 
acquisition by way of share exchange of all 
of the outstanding common shares of Union 
Gas Limited pursuant to the scheme and plan 
of arrangement referred to in subsection 


le 
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SCHEDULE 6 


UNDERTAKING 


TO: The Honourable Lieutenant Governor In Counc i: 


Unicorp Canada Corporation ClUnscoub me ane CLLOn 


Enterprises Ltd. ("Enterprises") hereby undertake that if 


and so donc eas: 


G7) Unicorp controls Enterprises; and 


(ii) Enterprises controls Union Gas Limited 
("Gas"); and 

(iii) Gas remains a utility subject to regu- 
lation under the Ontario Energy Board 


Act as from time to tire amendcecd, re- 
enacted or substituted (the "OEB pas ay 


tnen Unicorp will vote its shares of Enterprises and Enterprises 


will vote its shares of Gas to accomplish the fcllowins: 


Be Definition Os acontnel 

For the purposes of this undertaking BeOnt nO. s 
ghaliemeancthes nichtocinectly or indo nectly toselect.a4 
MajOri tysOs, the directors of a corporation whether by 


ownership of shares, contract Or otherwise and "controlled" 


shall have a similar meaning. 
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2 Indebtedness of Gas 
Gas will not become responsible for the indeptedness 
of Unicorp, Enterprises, Union Shield Resources Ltd. ("Resources"): 
Burns Foods Limited or any other "affiliate" (as Gefined in 
the Business Corporations Act (the "OBC Act")) of Gas, except 
for subsidiaries of Gas that are subject to regulation under 
the OFB Act, without the prior consent of the Ontario Energy 


Board. 


ai Loans anc Investments by Gas 

Gas shall not borrow for, make loans or advances 
to, guarantee the obligations of or otherwise assume or be- 
come responsible for the obligations (ope appelelebeyey, (2: esi —peeper tai 
Resources, Burns Foods Limited or any other affiliate of Gas, 
except for subsidiaries of Gas that are subject to regulation 
under the OEB Act, without the prior consent of the Ontario 


Energy Board. 


a’: Financing of Gas 


For three years from the date hereof, Gas will not 
increase its aggregate common share cash dividend beyond 
$27,000,000 per annum (plus an appropriate amount to reflect 
any additional common equity investment in Gas) plus an amount 


equal to the dividend received by Gas in respect of its holding 
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of preference shares of Resources. Nor will Gas otherwise 
reduce shareholders' equity by way of redemption or purchase 
of comnon shares for cancellation if the effect wOoLLS be to 
reduce the shareholders' equity of Gas below that used to 
determine rates in the most recently decided Gas rate case 


before the Ontario Energy Board from time to time. 


Unicorp, Enterprises and Gas will cause such pOoGuLLON 
of the current and future earnings of Gas to be retained in 
Gas as is from time to time appropriate for retention by a 
gas distribution utility regulated by the Ontario Energy 
Board, and to the extent that such retained earnings are not 
or are expected not to be sufficient to maintain the ecuity 
of Gas (for this purpose, equity shall include both common 
and preferred shares) at a level from time to time deemed 
appropriate for Gas by the Ontario Energy Board, Gas will 
be permitted to raise equity at the times and in the manner 
considered prudent by its Board of Directors. ee ENterpr i Ses 
or Unicorp through Enterprises wish to provide Gas with ad- 
Gitional equity capital, they may only do so on terms at 
least as favourable to Gas as Gas could itself obtain 


directly in the capital markets. 


Unicorp through Enterprises, or Enterprises may 


provide financing to Gas but only on terms no less favourable 
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to Gas as Gas could itself obtain directly in the capital 
Markets. In the event Unicorp or Enterprises is unable 
Or unwilling to supply such financing, Enterprises and 
Unicorp agree and undertake to permit Gas itself to raise 
financing from other sources, including the issuance of 


Becuri tT es to thespublic. 


5. Regulated Activities 


All current and future regulated utility activities 
under the control of Unicorp or Enterprises and governed by 
the OEB Act will be maintained in Gas or a subsidiary thereof 


unless the Ontario Energy Board otherwise determines. 


She Chanocwote Contro 
THe ManvecryeOner nergy swipes OtintVece Crema y: 


potential ‘change of «control of Enterprises Ors uUnicorp. 


Wier Board of Gas 
Members of the Board of Directors of Gas shall 


consist of: 
(a) eight directors (the "Unrelated Directors") 


nominated by those directors of Enterprises 


elected by the shareholders of Enterprises 
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(D) 


(c) 


other than Unicorp. The Unrelated Directors 
shall consist of persons who are not officers, 
Sirecters or employees of anc who have no 
pecuniary interest in Unicorp, Enterprises, 
any corporation controlled by either of them, 
any affiliate of either of them or any utility 
company (other than Gas) governed by the OEB 
Act (other than the ownership of shares of any 
such corporation representing less than one-half 
of 1% of the outstanding shares of any class 
of any such corporation). Not more than two 
of the Unrelated Directors may be officers or 


employees of Gas; 


five directors (the "Joint Directors") nominated 
by the Board of Directors of Enterprises. Not 
more than two of the Joint Directors may be 
officers, directors or employees of Unicorp, 
Enterprises or any corporation controlled by 
either of them or any affiliate of either of 


them (other than Gas); and 
two Girectors (the "Other Directors") nominated 


by Unicorp who may be officers or employees of 


Unicorp. 
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Enterprises undertakes to vote its shares of Gas to 
elect as directors of Gas the persons nominated as above, and 
Unicorp undertakes to vote its shares in Enterprises tc cause 


Enterprises to so vote its shares in Gas. 


The Directors of Gas shall have all the usual powers 
of directors under the OBC Act, provided all transactions 
between Gas or any corporation controlled by Gas on the one 
nand and Unicorp, Enterprises or any corporation controlled by 
either of them or any affiliate of either (other than Gas or 
any corporation controlled by Gas) on the other hand shall be 


subject to the approval of a majority of the Unrelated Directors. 


At least 40 percent of the directors of Gas shall be 


resident in the franchise area of Gas. 


If it is determined that the efficient management 
of Gas would be best served by a Board of Directors of a dif- 
ferent size, the respective number of Unrelated Directors, 
Joint Directors and Unicorp Directors shall be increased or 
Gecreased proportionately as the case may be, provided that 
in no event shall Unrelated Directors constitute less than 


52% of the directorsmof Gas. 
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Er Acauisition Premium 
No part of the premium arising on the acquisition 
of snares of Enterprises ny Unicorp shail be added to the 


rate base of Gas. 


a Head Office 
The head office of Gas and all appropriate head 


office operations will be maintained in the City of Chatham. 


nO < Undertakings of Enterprises 


The undertakings previously agreed to by Enterprises 
in its Petition to The Honourable Lieutenant Governor in 


Council dated December 14, 1984 are hereby adopted by Unicorp. 


DATED this day’ of April, 1985. 
UNION ENTERPRISES LTD. UNICORP CANADA CORPORATION 
Per: Per: 
c/s Cys 
Per: | Per: 
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eee The Honourable The Lieutenant Governor AT GOUT C1.l. 
under the Ontario Energy Board Act, concerning the 
Reorganization of Union Gas Limited and 
creation of Union Enterprises Ltd. 


“eyeiptes eypte bas sees a ee 
UONID E Ret Ask LN UGS 
The Applicants in this Petition, Union Gas Limited and Union 


Enterprises Ltd., do hereby undertake: 


Ls Indebtedness, Guarantees, Etc. 

The Applicants undertake that Union Gas Limited, as constituted 
following the Reorganization, will not become responsible for the 
indebtedness for borrowed money of Union Enterprises Ltd., Union Shield 
Resources Ltd., or any other corporation which is an Naffiliate. of Union 
Gas Limited (as defined in The Business Corporations Act, 1982 as from time 
to time amended or re-enacted), save for corporations which may be (i) 
subsidiaries of Union Gas Limited and (ji) a diatributors.., "producers", 
“storage companies" or "+ransmitters" (all as defined in the Ontario Energy 
Board Act, as from time to time amended or re-enacted) or otherwise subject 
to regulation under the said Act, in each case without the prior consent of 
the Lieutenant Governor in Council or the Ontario Energy Board, as may be 


appropriate in the circumstances. 
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undertake 


(4) 


(11) 


Ci) 


Equity of Union Gas Limited 
After giving effect to the Reorganization, the Applicants 


as tollows: 


that the portion of the current and future earnings of Union Gas 
Limited as is appropriate to its regulated UcLLity operations 


will be retained in Union Gas Limited; 


that Union Gas Limited will not pay dividends, or otherwise 
redeem, purchase, reduce or affect the amount or level of 
shareholders’ equity of Union Gas Limited, except in accordance 
with a dividend or distribution policy consistent with applicable 
business corporations statutes and trust indentures and other 


borrowing instruments applicable to Union Gas Limited; and 


that the Applicants will make reasonable erlorts tolretain in 
Union Gas Limited a level or amount of shareholders’ equity 
appropriate to the regulated utility operations of Union Gas 
Limited, subject to being granted a competitive and appropriate 
rate of return on shareholders' equity and the components thereof 
consistent with the utility-capital requirements of Union Gas 


Limited. 


If the Shareholders' equity of Union Gas Limited should fall below the 


Vevelis ox 


amounts determined by reference to the undertakings given in this 
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section 2, then Union Enterprises Ltd. will make reasonable efforts to 
provide or’ cause’ to be’ provided to Union Gas Limited, directly or 
indirectly, additional] shareholders' equity to attain the levels or amounts 
required, subject in each case to prevailing capital market conditions and 
the ability of Union Enterprises Ltd. and/or Union Gas Limited to raise 


equity capital on a competitive and capital-market related basis. 


3. Change or Potential Change of Control 


Given that, by reason of the Reorganization, the Applicant Union 
Enterprises Ltd. will not be subject to subsection 26(2) of the Ontario 
Energy Board Act, the Applicants herein undertake that the Applicants, and 
each of them, will give timely notice to the Lieutenant Governor in Council 
of any occurrence (including, without limitation, any known, proposed or 
intended sale, disposition or transfer of shares of Union Gas Limited or 
Union Enterprises Ltd.) known to them which would result in any person 
acquiring such number of shares of Union Gas Limited or Union Enterprises 
which, together with shares held by such person and by associate or 
associates of such person, will in the aggregate exceed 20% of the shares 
Outstanding of that class of Union Gas Limited or Union Enterprises Ltd. 
(using, for the purpose of this Undertaking, the definitions provided in 


the Ontario Energy Board Act as from time to time amended or re-enacted). 


Ge Costs of Reorganization 


The Applicants undertake that Union Gas Limited will not include 
any of the costs of the Keorganization in the utility cost=of-serviceé 


Calculations, 
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oe Management Costs 


The Applicants undertake that the ehared or joint costs of 


management, and other associated general admnistration and overhead costs, 


of Union Gas Limited, Union Enterprises Ltd., Union Shield Resources Ltd. 


and other corporations which directly or indirectly are part of the Union 


Group of corporations, will be allocated fairly among such corporations. 


MADE on December 14, 1984. 


UNION GAS LIMITED 


Chairman, President and 
Chief Exe i 


was 


File ay, 
Vite-P ident Finance 
afd Lorporate Development 


By: c/s 
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UNION ENTEPRISES LTD. 


TN 


Chairman, President and 
Chief Executive Officer 


Treasu 


Order in Council 


Ontario 
Executive Council 


On the recommendation of the undersigned, the Lieutenant Governor, by and with the advice and 


concurrence of the Executive Council, orders that 
the appended Regulation be made under the Ontario Energy Board 


Act. 


7. y 
ee 
Wi entede Ke ty —-———€encurred 
Chairman 


Minister of Energy 


Approved and Ordered December 209, 1984 hen : 
Date or tea Governor 
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Ro C552/84 


REGULATION TO AMEND 
REGULATION 700 OF REVISED REGULATIONS OF ONTARIO, 1980 
MADE UNDER THE 
ONTARIO ENERGY BOARD ACT 


ee Regulation) 7 00. Olenevised Regulations of Ontario, 1980, 
as amended by section 1 of Ontario Regulation 330/681, Secttons), 
of Ontario peptic ton 6057 ae and section 1 of Ontario 
Regulation 820/82, is further amended by adding thereto the 
following section: 


5d.-(1) Union Gas Limited is exempted from Cie 
operation of or compliance with subsection 
26(1) of the Act inerespect scr vie 
amalgamation of Union Gas Limited and UNG 
(Subco) Limited pursuant to a scheme and 
plan of arrangement under the Business 
Corporations Act, 1982 between Union Gas 
Limited, Union Enterprises Ltd., Union 
Shield Resources Ltd., UNG (Subco) Limited 
and their respective shareholders. 


(2) Union Enterprises Ltd. is exempted from the 
operation of or compliance with subsection 
PhU2 of tne Act inerespectsofeius 
acquisition by way of share exchange Ofeades 
of the outstanding common shares of Union 
Gas Limited pursuant to the scheme and plan 
of arrangement referred to in subsection 


De 
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SCHEDULE 6 


UNDERTAKING 


TO: The Honourable Lieutenant Governor am, Council 


Unicorp Canada Corporation ({liniconmmm enc Union 
Enterprises Ltc. ("Enterprises") hereby undertake that nied 


and so long as: 


(2) Unicorp controls Enterprises; and 


(ii) Enterprises controls Union Gas Limited 
(SGaS uae. 


(iii) Gas remains a utility subject to regu- 
lation under the Ontario Energy Board 
Act as from time to time amendec, re- 
enacted or substituted (the "“OEB Act’) 


then Unicorp will vote its shares of Enterprises anc Enterprises 


will vote its shares of Gas to accomplish the following: 


a Del sriutronc: scontnel 

For the purposes of this undertaking ScOnt uo. « 
shall mean the right directly a imconect ly atOse lect a 
Major. ty,.0- sthesdirectors of a corporation whether by 
ownership of shares, contract or otherwise and "controlled" 


shall have a similar meaning. 
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2 Indebtedness of Gas 


Gas will not become responsible for the indebtedness 


of Unicorp, Enterprises, Union Shield Resources Ltd. ("Resources"), 


Burns Foods Limited or any other “affiliate" (as defined in 

the Business Corporations Act (the "OBC Act")) of Gas, except 
for subsiciaries of Gas that are subject to regulation under 
the OfB Act, without thes prior consent or thesOntarlo  pnieray 


Board. 


Eh Loans anc Investments by Gas 

Gas shall not borrow for, make loans or advances 
to, guarantee the obligations of or otherwise assume or be- 
come responsible for the obligations of Unicorp, Enterprises, 
Resources, Burns Foods Limited or any other affiliate of Gas, 
except for subsidiaries of Gas that are subject to regulation 
under the OEB Act, without the prior consent of the Ontario 


Energy Board. 


4. Financing: Ot «Gas 


For three years from the date hereof, Gas will not 
increase its aggregate common share cash dividend beyond 
$27,000,000 per annum (plus an appropriate amount to reflect 
any additional common equity investment in Gas) plus an amount 


equal to the dividend received by Gas in respect of its holding 
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of preference shares of Resources. Nor will Gas otherwise 
reduce shareholders' equity by way of redemption or purchase 
of comnon shares for cancellation if the eScectevicow.s be to 
reduce the shareholders' equity of Gas below that used to 
determine rates in the most recently Gecided Gas rate case 


before the Ontario Energy Board from time to time. 


Unicorp, Enterprises and Gas will cause such portion 
of the current an@ future earnings of Gas to be retained in 
Gas as is from time to time appropriate for retention by a 
gas Gistribution utility regulated by the Ontario Enercy 
Board, and to the extent that such retained earnings are not 
or are expected not to be sutficient to maintain the ecuity 
of Gas (for this purpose, equity shall include both common 
and preferred shares) at a level from time to time deemed 
appropriate for Gas by the Ontario Energy Board, Gas will 
be permitted to raise equity at the times and in the manner 
considered prudent by its Board of Directors. iP Enterprises 
or Unicorp through Enterprises wish to provide Gas with ad- 
Gitional equity capital, they may only do so on terms at 
least as favourable to Gas as Gas could itself obtain 


directly in the capital markets. 


Unicorp through Enterprises, or Enterprises may 


provide financing to Gas but only on terms no less favourable 
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to Gas "as Gas -couldettser: ObLaineCa rectly elie LieeGCopa ca. 
markets. In the event Unicorp or Enterprises is unable 
or unwilling to supply Such financing, Enterprises and 
Unicorp agree and undertake to permit Gas itself to raise 
financing from other sources, “inclucing, tne issuance oF 


Securities to the public. 


Src Regulated Activities 

All current and future regulated utility activities 
under the control of Unicorp or Enterprises and governed by 
the OEB Act will be maintained in Gas or a subsidiary thereof 


unless the Ontario Energy Board otherwise determines. 


6. Chanccuct@coneno. 
The Ministry of Energy will be notified of any 


potenticas Change Of -control cr sEnrcerprisessOusUn Comp. 


ire Board of Gas 
Members of the Board of Directors of Gas shall 


Consist O7: 
(a) eight directors (the “Unrelated Directors") 


nominated by those directors of Enterprises 


elected by the shareholders of Enterprises 
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(D) 


(c) 


other than Unicorp. The Unrelated Directors 
shall consist of persons who are not officers, 
Sirectcrs or employees of ana who have no 
pecuniary interest in Unicorp, Enterprises, 
any corporation controlled by either of them, 
any affiliate of either of them or any bh api aeyig ayy) 
company (other than Gas) governed by the OEB 
Act (other than the ownership of shares of any 
such corporation representing less than one-half 
of 1% of the outstanding shares of any class 
of any such corporation). Not more than two 
of the Unrelated Directors may be officers or 


employees of Gas; 


five directors (the "Joint Directors") nominated 
by the Board of Directors of Enterprises. Not 
more than two of the Joint Directors may be 
officers, directors or employees of Unicorp, 
Enterprises or any corporation controlled by 
either of them or any affiliate of either of 


them (other than Gas); and 
two directors (the "Other Directors") nominated 


by Unicorp who may be officers or employees of 


Unicorp. 
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Enterprises undertakes to vote its shares of Gas to 
elect as directors of Gas the persons nominated as above, and 
Unicorp widertakes to vore -ts shares in [Enterprises tc cause 


Enterprises to so vote its shares in Gas. 


The Directors of Gas shall have all the usual powers 
of @irectors under the OBC Act, provided all transactions 
between Gas or any corporation controlled by Gas on the one 
nand and Unicorp, Enterprises or any corporation controlled by 
either of them or any ners ate of either (other than Gas or 
any corporation controlled by Gas) on the other hand shall be 


subject to the approval Of a Maqgorwty cL ce Unrelated Directors. 


At least 40 percent of the directors of Gas shall be 


resident in the franchise area of Gas. 


If it is determined that the efficient management 
of Gas would be best served by a Board of Directors of a dif- 
ferent size, the respective number of Unrelated Directors, 
Joint Directors and Unicorp Directors shall be increased or 
decreased proportionately as the case may be, provided that 
in no event shall Unrelated Directors constitute less than 


51% of the directors of Gas. 
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EY Acavisition Premium 
No part of the premium arising on the acquisition 
of snares of Enterprises ny Unicorp shail be added to the 


rate base of Gas. 


oie Head Office 
The head office of Gas and all appropriate head 


office operations will be maintained in the City of Chatham. 


Ors Undertakings of Enterprises 


The undertakings previously agreed to by Enterprises 
in its Petition to The Honourable Lieutenant Governor in 


Council dated December 14, 1984 are hereby adopted by Unicorp. 


DATE LHS day of April, 1985. 
UNION ENTERPRISES LTD. UNICORP CANADA CORPORATION 
Per: Per: 
c/s c/s 
Per: Per: 
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